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SECTION 202: PRESENT PROBLEMS— PROPOSED 

ALTERNATIVES 



WEDNESDAY, APRIL 11, 1984 

House of Representatives, 
Select Committee on Aoino, 
Subcommittee on Housing and Consumer Interests, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 9:30 a.m., in room 
2212, Rayburn House Office Building, Hon. Don Bonker (chairman 
of the subcommittee) presiding. 

Members present: Representatives Bonker, Hammerschmidt, 
Evans, and Ridge. 

Staff present: Rebecca Beauregard, staff director; Gretchen Sor- 
ensen, research assistant; Nancy Mulry, staff assistant; Pat Law- 
rence, minority staff director; and Chris Green, minority research 
assistant. 

OPENING STATEMENT OF CHAIRMAN DON BONKER 

Mr. Bonker. The committee will come to order. 

This is the Subcommittee on Housing and Consumer Interests of 
the House Select Committee on Aging, and today the subcommittee 
is meeting for the purpose of reviewing section 202 program oper- 
ations. 

Through the testimony this morning we hope to learn more 
about specific program problems and HUD's efforts to solve them. 
Some of our witnesses will propose additional policies that they be- 
lieve could improve the effectiveness and efficiency of the program. 

The section 202 Direct Loan Program for the elderly and handi- 
capped is one of the more popular and successful of the Federal 
Government's housing efforts. Since its revamping in 1974, over 
95,000 units of section 202 elderly housing have been constructed, 
with an outstanding record of only one foreclosure. 

Section 202 satisfies more than the basic need for shelter. Special 
design features such as congregate space, nonslip floors, lower 
shelves, and emergency call systems are incorporated into these 
housing projects. A supportive environment is created where social, 
physical, and emotional needs can be met without jeopardizing 
one's independence. 

The section 202 program is of immeasurable value to older Amer- 
icans. But it's also important to the Federal Government. Through 
this and other programs we can help avoid the unnecessary place- 
ment of frail individuals in costly institutions. 

(l) 



Today's hearing is being held in response to concerns expressed 
by aging and housing constituencies about the section 202 pro- 
grams' growing inability to function as Congress intended under 
current HUD policies. 

Since this administration took office in 1981, it has proposed and 
implemented several policy changes to reduce section 202 program 
costs. Now, I think everybody on this panel can agree that cost re- 
duction ought to be an imperative in any Federal housing program. 
But what is disturbing is the one-sided burden HUD has placed on 
section 202 sponsors to achieve savings. The burden has become so 
great that many of us have begun to seriously question the admin- 
istration's commitment to the production of housing under this pro- 
gram. 

We are particularly disturbed by the Department's lack of atten- 
tion to problems relating to fair market rents, interest rates, and 
processing time. 

I think this is an appropriate time to mention that as chairman 
of the subcommittee I am sending a letter to GAO which will re- 
quest an evaluation of the process used to select sponsors for par- 
ticipation in the section 202 program. 

Last year HUD changed the system under which section 202 
funding applications are weighted and ranked. Prior to this change 
all applications were rated and ranked by HUD's area offices and 
then sent to Washington, DC, for final selection. These final selec- 
tions were made taking into consideration other national goals as 
well as the exea offices 1 technical ratings. 

Under HUD's this new selection procedure, project applications 
are rated by the area offices. Then they are submitted to one of the 
10 regional offices where they are rated once again. At that time 
the regional administrator can assign a rating of up to 10 addition- 
al points per application for overall feasibility of a project. 

Unfortunately, there are no guidelines in place for use by the re- 
gional administrator in applying the 10 additional points. Thus, 
latitude exists for some political consideration for any one of a va- 
riety of reasons. I'm not necessarily making this charge, but it is a 
potential problem not only for this administration but future ad- 
ministrations using this selection system. 

During these past several months my subcommittee staff has re- 
ceived several complaints about new project selection procedures. 
The most serious of these involves the alleged selection of projects 
on a political rather than merit basis. 

I think the best way to handle this situation is to submit re- 
quests to GAO asking for an evaluation of these new procedures. 
Perhaps the witnesses this morning from the administration can 
enlighten us on the new procedure. 

And that brings us to our first witness, who is one of HUD's 
Deputy Assistant Secretaries. We were to have Assistant Secretary 
Maurice Barksdale, but, I understand he is ill. He will be replaced 
today by Deputy Assistant Secretary Silvio DeBartolomeis. I hope 
that's the right pronunciation. If not, the witness can correct me, 
or maybe Mr. Hammerschmidt has a better grasp of the Italian 
language and he can help me. 
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I would like to at this time call upon the distinguished ranking 
member of this subcommittee, Mr. Hammerschmidt, for any open- 
ing comments he may have. 

STATEMENT OF REPRESENTATIVE JOHN PAUL 
HAMMERSCHMIDT 

Mr. Hammerschmidt. Thank you, Mr. Chairman. 

Mr. Chairman, I think that it's an excellent idea to convene this 
hearing on the section 202 program. Since its revision in 1974, this 
has been one of HUD s most successful housing production pro- 
grams, providing about 100,000 units for low and moderate income 
handicapped and older persons. Because of the enormous cost, 
HUD requested and Congress authorized the elimination of the sec- 
tion 8 new construction program and new public housing starts. In 
general, HUD has stated that there is no longer a need for more 
section 8 new construction or public housing, because efficient 
rental housing is on the market. 

HUD maintains that the principal problem is housing affordabil- 
ity, and that what is needed instead is a housing payment program. 

In its fiscal year 1985 budget and in the 4 previous years, HUD 
has requested 10,000 units of section 202. This is, however, almost 
30 percent less than the 14,000 units for which Congress has appro- 
priated funds. The overall decrease in Federal housing production, 
the small number of section 202 units requested, and some deci- 
sions made by HUD in the last few years, nave given rise to ques- 
tions about HUD's commitment to continuing a viable production 
program for elderly and handicapped housing. These decisions in- 
clude the original cancellation policy, problems with increased 202 
interest rates, and insufficient fair market rent increases. 

We have convened this hearing so that we can gain a better 
sense of HUD's commitment to the 202 program. There are some 
intrinsic problems with the program, such as the 1984 expiration of 
the 9V4 percent interest rate. We are, therefore, interested in hear- 
ing HUD s concepts on how this program must be changed to 
remain feasible to produce housing for low and moderate income 
elderly and handicapped persons. 

Mr. Chairman, I would note this morning that we have a distin- 
guished member of the full committee with us, Mr. Cooper Evans, 
who has a decided interest in the activities of this subcommittee. 
Welcome to this subcommittee hearing, Cooper. 

And I would also like to join you in welcoming Mr. DeBartolo- 
meis to our committee, in lieu of Mr. Barksdale, and welcome all of 
our witnesses whom we're going to hear from later. Thank you, 
Mr. Chairman. 

Mr. Bonker. Thank you, Mr. Hammerschmidt. 

Mr. Evans, do you have any opening comments? 

Mr. Evans. No remarks. 

Mr. Bonker. Welcome to the committee this morning. 

Mr. DeBartolomeis, if you would begin. You may submit your 
full statement for the record and summarize it for the subcommit- 
tee, or you may read your entire statement. 
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STATEMENT OF SILVIO DeBARTOLOMEIS, DEPUTY ASSISTANT 
SECRETARY FOR MULTIFAMILY HOUSING, U.S. DEPARTMENT 
OF HOUSING AND URBAN DEVELOPMENT 

Mr. DeBartolomeis. Thank you very much. As you know, Mr. 
Barksdale is in the hospital and is having some tests taken and has 
asked that I step in instead. 

I am pleased to have the opportunity to testify before the sub- 
committee and to discuss the section 202 program for the elderly 
and handicapped housing. As you know, this program is one of the 
oldest and most successful programs the Department operates. It is 
a key component of HUD's efforts to address elderly housing needs, 
efforts which are reflected not only in the subsidized housing pro- 
grams such as public housing, section 8, and section 202, but in the 
insured housing and our institutional programs as well. 

At this time HUD and the administration are taking steps to 
provide a new approach to basic rental housing assistance. Our 
move toward housing vouchers underpins a strategy to develop effi- 
cient subsidy mechanisms and to make as full use as possible of the 
existing rental housing stock on the private market. We are 
moving away from the traditional production-oriented subsidy pro- 
grams of the past simply because they are too expensive. 

Nevertheless, we continue to recognize the special nature of and 
unique need for housing designed for the elderly and handicapped. 
This is the reason that we intend to continue the production of sub- 
sidized elderly housing under section 202 at the same time that we 
are terminating or phasing out other subsidy programs for new 
construction. I believe this clearly helps to demonstrate our com- 
mitment to the elderly. 

You have asked me to give you a brief overview of how the sec- 
tion 202 program evolved, and I am glad to do this. The section 202 
program was authorized by the Housing Act of 1959. The program 
provided direct Federal loans at below market interest rates, gener- 
ally 3 percent, for the construction or substantial rehabilitation of 
rental housing for the elderly or handicapped, whose incomes were 
above the level set for admission to public housing, but below that 
needed to pay rents for adequate private housing. No new loans 
were reserved unJer the original section 202 program after 1970, 
because it was superseded by the section 236 Rental Housing As- 
sistance Program enacted in 1968. It was felt that elderly needs 
could be met through the interest subsidies provided under section 
236. As you know, in 1973 the then current subsidy programs un- 
derwent intense reevaluation. AH subsidized programs, including 
section 236, were subject to a moratorium. Again, the needs of the 
Nations elderly were reviewed in conjunction with existing hous- 
ing programs. 

The Housing and Community Development Act of 1974 revived 
and revised the section 202 program for the elderly. The act made 
several key changes including: One, providing for direct loans 
based on Treasury's average borrowing rate on all debt, plus an al- 
lowance to cover administrative costs, and two, directing that the 
program be utilized in conjunction with the section H Housing As- 
sistance Payments Program, by requiring that the availability of 
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monthly assistance payments under section 8 be considered when 
determining project feasibility and marketability 

The form of the program now is familiar to .nost of you. Section 
202 provides direct loans to private, nonprofit organizations, spon- 
soring the construction or rehabilitation of rental or cooperative 
housing for the elderly or handicapped. These projects also receive 
section 8 subsidies to enable low-income households to afford the 
rents. The housing projects must be designed to provide access to 
an assured range of necessary services for their occupants. These 
services may include health facilities, continuing education, recrea- 
tion, counseling, referral services, transportation to social services, 
and programs to encourage and assist occupants to use the services 
and facilities made available. Projects also may include essential 
services facilities such as dining facilities or multipurpose commu- 
nity rooms. 

Also, section 202 funds are used for nonelderly handicapped 
projects. Funds are provided for housing which can be utilized to 
demonstrate innovative methods of meeting the special needs of 
the nonelderly handicapped by providing a variety of housing op- 
tions ranging from small group homes to independent living com- 
plexes. Such housing is required to provide for access to the resi- 
dential community at large, including employment opportunities. 

The Housing and Community Development Act of 1980 changed 
the definition of development costs for the 202 program to permit 
the acquisition of existing housing and related facilities with or 
without moderate rehabilitation, for the purpose of providing group 
homes for the nonelderly handicapped. By authorizing the pur- 
chase of existing housing requiring little or no rehabilitation, the 
supply of eligible properties should be increased and processing 
time reduced. We also believe that community acceptance of 
projects for the handicapped should be enhanced, since few changes 
in the exterior of such acquired homes usually should occur in 
their conversion to group homes. 

I should also remark on two other aspects of the program. First, 
section 106(b), nonprofit sponsor assistance loans, can provide a 
portion of the startup funds which many nonprofit sponsors lack 
for such expenses as legal and consulting fees, organizational ex- 
penses, preliminary site engineering architectural fees and site 
control. These loans are interest free and may be used to cover the 
cost of planning the construction and rehabilitation of section 202 
projects. 

Second, the Congregate Housing Services Program is being con- 
ducted in existing ana newly constructed section 202 projects on a 
demonstration basis. It was started in 1980 pursuant to authority 
provided in the Housing and Community Development Amend- 
ments of 1978. The demonstration program includes full meal serv- 
ices, and those additional supportive services such as housekeeping 
aid, personal assistance or other services deemed essential for tem- 
porarily disabled, handicapped elderly, or other handicapped per- 
sons to maintain independent living standards and aid in prevent- 
ing premature or unnecessary institutionalization. The Hebrew Re- 
habilitation Center for the Aged, in Boston, is now conducting an 
evaluation of the cost-effectiveness of this type of care compared to 
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the cost of traditional institutionalization. The evaluation is due for 
completion in December of this year. 

In summary, the section 202 program has been both durable and 
responsive to a wide range of elderly needs. Sine* reactivation of 
the program in 1976 through fiscal year 1988, almost $6 billion has 
been reserved, representing 2,451 projects, and 147,070 units. For 
fiscal year 1983, 322 projects, with 14,035 units, received fund reser- 
vations for $633.3 million. Approximately $666 million— estimated 
to finance the development of 14,000 units— will be available for 
fund reservations in fiscal year 1984. 

You have asked me to note the operational problems of the sec- 
tion 202 program and the steps the Department has taken to over- 
come them. I should state that in general we have viewed the sec- 
tion 202 program as working exceptionally well. We have taken 
steps to improve it at various times and I will describe some of 
these efforts. 

First, we have always felt that cost containment should be an im- 
portant aspect of our subsidized housing programs, and section 202 
is no exception. Our research has indicated that in terms of devel- 
opment costs, the section 202/8 program tended to be on the high 
side relative to other programs. This has created relatively high 
direct subsidy costs and has led us to look at appropriate measures 
to reduce these costs. In 1982, the Department revised its policies 
and procedures in order to promote cost containment in approved 
new construction and substantial rehabilitation projects. The meas- 
ures undertaken include: One, a prohibition on the use of excessive 
amenities— for example, swimming pools, badconies, saunas, jacuz- 
zis and dishwashers; two, a prohibition on the use of unusual build- 
ing configurations; three, a limitation on the size of units and the 
number of bathrooms; four, a minimum requirement for 25-percent 
efficiency units; five, a prohibition on the use of two-bedroom units, 
except for managerial units, and for projects designed for nonelder- 
ly handicapped households; and six, an increased proportion of 
funds used for actual dwelling use as opposed to commercial space. 

We have been successful in our efforts. Per unit development 
costs have been reduced, and we see evidence that these costs have 
been held at or slightly above the inflation rate over approximately 
the last 7 years. This is important because it can reduce our overall 
direct subsidy costs. In this regard, I should note that the life cycle 
subsidy costs of the program, which account for both direct and in- 
direct subsidies, tend to be lower relative to other subsidized pro- 
duction programs due to the absence of tax-related subsidies. Ef- 
forts to contain development costs, then, can magnify this advan- 
tage. And I should state this categorically, cost containment meas- 
ures and the reduction in external amenities have not and will not 
adversely affect either the quality of construction or of living space 
provided for this Nation's elderly citizens. When we first issued our 
cost containment notice in November 1981, we made it abundantly 
clear that cost containment does not mean that HUD will tolerate 
cheap construction, poor workmanship or inadequate design. 

One issue that has been associated with our cost containment ef- 
forts is our stance on competitive bidding. 

Competitive bidding has been part of the Federal Government's 
general effort to obtain the best services for the lowest cost to the 
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taxpayer. It is vitally important that this tool for achieving econo- 
my be used to maximize the use of scarce subsidy dollars in the 
production of assisted housing, in order to provide the greatest pos- 
sible number of housing units for the elderly. 

Recent legislation, now being implemented by HUD, reauires 
competitive bidding only when project loan amounts exceed $2 mil- 
lion or when the projects exceed 110 percent of the new construc- 
tion fair market rents; or when the project is sponsored by a tabor 
organization it is exempted from competitive bidding. Therefoie, if 
cost benefits truly exist in the development team approach, they 
should be reflected in rents that do not exceed the fair market 
rents. The loan amount exemption excludes a significant portion of 
the projects. For example, 215 of the 322 projects which received 
fund reservations in fiscal year 1983 are under the $2 million level. 

In 1983, HUD made a special study of 12 projects that have used 
the competitive bidding process. All projects were subjected to reg- 
ular HUD estimate of costs. Competitive bidding was used to obtain 
a general contractor rather than the usual method of negotiation. 
The results show that 759 units were built at an average savings of 
$3,837 per unit. The average savings oer project were $242,662, for 
a total savings from all 12 projects of $2,911,952. By using the dol- 
lars saved, the number of units constructed could have been in- 
creased by 8 percent. This clearly is the most efficient use of 
budget resources for the section 202 program. 

A second improvement in the program has resulted from changes 
o'vr several years in the selection review process. Prior to 1978 the 
review process for the selection of sponsors was focused on the 
sponsoi s experience, including organizational capacity and finan- 
cial strength. The procedure was carried out entirely by central 
wffice. 

!n 1978, the rules for selection were put into handbook form and 
the responsibility for sponsor review and selection was transferred 
to the fi ?ld. At this time a rule was instituted requiring the avail- 
ability of a specific site for elderly projects. This requirement did 
not apply to projects for the handicapped. 

In 1982, in order to assure greater uniformity in selection stand- 
ards used in the field, central office developed a standard ranking 
sheet to be used by all field offices. A 100-point selection standard 
system was instituted. Experience of the sponsor counted for 20 
poin financial capacity for 30 points; site location counted for 15 
points; items relating to cost containment— for example, design- 
counted for 30 points; and displacement and relocation made up 
the remaining 5 points. 

Last year we changed the system to include 10 points for region- 
al administrators to use as an indicator of overall feasibility. This 
year, a more specific justification is being required for the award- 
ing of these 10 points. 

Thus, the selection process is updated each fiscal year to reflect 
program improvements. Applicants are notified annually of revi- 
sions in submission requirements, ranking criteria, and selection 
procedures. 

Third, we have established an extension policy for our subsidized 
projects, including this program. This policy was necessary because 
of scarce subsidy funds and the large number of projects languish- 
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ing in our pipeline, causing increased construction costs each year 
and not providing housing for the intended occupants. In March 
1982 and July 1983, field offices were given explicit guidance on the 
conditions under which extensions could be granted. Prior to 
March 1982, extensions beyond the initial 18-month period to reach 
start of construction were routinely granted without adequate justi- 
fication. The March 1982 instruction included timetables for 

{projects reserved in fiscal year 1980, and prior years. Additional al- 
owances were made for projects in litigation and projects for the 
nonelderly handicapped. A memorandum reiterating these policies 
will be issued soon to all our field offices. 

The July 1983 instructions farther refined the Department's ex- 
tension policy. Projects reserved in fiscal year 1981 were expected 
to reach start of construction within 18 months unless: One, the 
project was for the nonelderly hand*' sped and was selected with- 
out a site. Such projects coula receive 6-month extensions from the 
field office; two, the project was subject to HUD-caused delay or, 
three, the project was subject to litigation. Although this policy 
may be viewed as restrictive, it is important to note that units 
stuck in the pipeline provided no one with housing. Only construct- 
ed units do so. 

When fund reservations are canceled, section 8 funds can then be 
awarded to more feasible projects. Section 202 funds recaptured 
from prior years' reservations may not be reused. 

In closing, I would like to reiterate that the Department consid- 
ers the section 202 program to be one of its most effective and be- 
lieves it to be working exceptionally well Jri providing cost-effective 
housing assistance for the groups it s intended to serve. 

I hope I have answered your request for information, both about 
the history of the program and also in regard to improvements the 
Department has made in its policies and operations since it was 
initiated. 

If there are further questions, we shall be very happy to provide 
additional information. 

Mr. Bonker. I thank you Mr. DeBartolomeis for your testimony. 
I assume that what you have just read was the statement that was 
to have been presented by Mr. Barksdale. 

Mr. DeBartolomeis. That is correct, sir. 

Mr. Bonker. OK. I think the record ought to reflect this fact. 

You heard in my opening comments that I intend to write GAO 
asking for an evaluation of HUD's new rating system. You did 
touch upon this change in your statement. 

I don t think anybody can take issue with the need for a rating 
system. The Doint breakdown looks fairly adequate to me. 

Last year HUD changed the system to give 10 points to the re- 
gional administrators for their discretionary use. 

Now, under the previous system, an area office would make its 
recommendation to the Washington, DC, office after which final de- 
terminations would be made. Under the new procedure, applica- 
tions also are submitted to 1 of the 10 regional offices where the 
point system is applied and the administrator can include the 10 
points, based on overall feasibility. 

Are we led to believe that the regional administrator, in effect, 
has the final say on projects wrMn his region? 
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Mr. DeBartolomeis. 1 wouldn't say that they have the final say. 
The prior selection process had the field offices making the point 
determinations and forwarding them to the regional administrators 
for a review. Those were then submitted to the central office where 
we made another review, to assure that all of our policies and pro- 
cedures were followed. 

As we have the program now, the field offices make recommen- 
dations, point recommendations, which are on the rating sheets. 
They make those recommendations to the regional administrator s 
staff. 

Mr. Bonker. When you say "make recommendations," does that 
mean that the field office actually assigns the points? 

Mr. DeBartolomeis. That is correct, sir. 

Mr. Bonker. So, the field office does that work? 

Mr. DeBartolomeis. Yes, they do a portion of that work, that is 
con*©ct 

Mr. Bonker. So the points are then applied, except for the 10 
points? The 30 points for financial capability, the 20 points for ex- 
perience of the sponsor, those points are actually applied by the 
local office, or the regional office? 

Mr. DeBartolomeis. That portion of the process has not been 
changed. Essentially, what the field offices do is put the points for 
the borrower's capacity, which the maximum is 20, the borrower s 
financial capacity, the maximum is 30, location, site, neighborhood, 
that maximum point value is 15. The modest design, cost contain- 
ment, that point value is 25. . . . - •* 

On the form that we have, which I could send you a copy of, if 
you don't have, the standard ranking criteria format, there is a 
place for the field office score and the overall rating on the slot. 
There is another place for the regional office to go over it and to 
ensure that the area office did the proper 

Mr. Bonker. Now, when yru say "ensure", if the area office had 
on u particular application, L.> points for financial capability and 
the regional director felt that it should be 20 points, could he 
change those points or does he u ave another column where he in- 
serts his own recommendations? 

Mr. DeBartolomeis. He can revise it to a certain extent 

Mr. Bonker. So, he can change tliepointing system on applica- 
tions that are submitted by the field office? 

Mr. DeBartolomeis. A very minor amount, without 

Mr. Bonker. Well, can he? 

Mr. DeBartolomeis. He does have the authority to change the 
points. Let me tell you a little bit more about what the rationale is 
behind that. We have found that in some area offices, within a 
same regional jurisdiction, will give more points for the same bor- 
rowing sponsor, and give more points for financial capacity than 
another office would. 

What the regional administrator is trying to do is to ensure an 
even administration of the policy within the region. 

Mr. Bonker. Yes, but if I were a head person in a field office and 
I did a careful and fair job of evaluating an application, submitted 
it to the regional office where they don't have the same intimate 
knowledge of that project, and they substantially revised the 
points, I would wonder why I was doing it. Won't it become discour- 
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aging at some point to go through this process only to have it tam- 
pered with by the regional administrator? 

Mr. DeBartolomeis. I don't look at it as tampering. I look at it 
in terms of monitoring to make sure that the policies are adminis- 
tered in an even fashion. 

Mr. Bonker. Well, you do more than monitoring. I think you are 
evaluating, you are reviewing, and you are changing the point allo- 
cations. And then beyond that, the regional administrator has a 10- 
percent bonus that he can apply, at his own deration. He can 
really pretty much call the shots from the regional office. Is that 
the intent? If that's HUD's intent, that's all right. 

Mr. DeBartolomeis. I don't look at it in terms of tampering. I do 
look at it in terms of administering the program on an even basis 
and the evaluation of the project. As I said, the area office does 
make the recommendations and the regional office takes those rec- 
ommendations into consideration. The regional office staff make 
the final point determination. 

Mr. Bonker. Let me ask you this: We all know that the regional 
administrator is a political appointee, and that the field office staff 
people are more or less permanent employees of the Federal Gov- 
ernment. How do you avoid a situation, not only in this administra- 
tion but future administrations, in which the regional administra- 
tor, who is r olitical, can just overturn what are seen as important 
and fair decisions by the field office for political considerations? 

How do you avoid this if you allow so much discretion by the re- 
gional administrator? 

Mr. DeBartolomeis. It's not a blanket discretion. As the pro- 
gram has been modified this last fiscal year, we do require justifi- 
cations for any deviations resulting in a change of more than 5 
points from the sum of the field office score on criteria 1-4. With 
regard to "he 10 points that the regional administrator has for 
overall feasibility, some of those points are used to ensure that cost 
containment in evenly administered, as well as give credit to appli- 
cants. 

Mr. Bonker. Let's talk about the 10 points. You say in your 
statement that this year a more specific Justification is being re- 
quired. What do you mean by "more specific justification"? What is 
your intent? 

Obviously HUD feels a little uncomfortable about the regional 
administrator having full discretion, that perhaps he ought to have 
some criteria or at least some accompanying written remarks pro- 
viding more specific justification for the 10 points. What would you 
ask of the regional director in terms of specific justification for the 
10 discretionary points? 

Mr. DeBartolomeis. Sir, on the 10 points, what we're looking for 
in terms of the overall feasibility, is to make sure that cost contain- 
ment is administered in an even manner. As far as minority busi- 
ness enterprise goals, we do have those goals in each region. 

Mr. Bonker. Are these going to be specific criteria? 

Mr. DeBartolomeis. Are you saying at specific points? 

Mr. Bonker. Well, you are throwing out some statements and I 
am wondering how those statements are going to be translated into 
policy for the regional administrators. Have you sent them a list of 
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certain considerations or factors that ought to be considered in the 
process of assigning the 10 points? 

Mr. DeBartolomeis. I don't know if we sent any formal instruc- 
tion i to the field. 

T Ir. Bonker. Then how would you know? 

Mr DeBartolomeis. I have just been informed by our Deputy 
Assistant Secretary for Policy and Budget that Assistant Secretary 
Barksdale has discussed with the regional administrators what 
those 10 points should be. 

Mr. Bonker. A list of criteria? 

Mr. DeBartolomeis. That's correct. 

Mr. Bonker. Can you submit those for the committee record? 

Mr. DeBartolomeis. I don't have a formal 10 point list. I will 
provide you with a copy of that information. 

Mr. Bonker. But can you read them off now? You can bring 
anyone else to the witness table. 

Mr. DeBartolomeis. Let me just state that I would be glad to 
provide you with some information on what we're looking for on 
the overall feasibility. I don't have thet with me right now. I don t 
have the benefit of knowledge of what Mr. Barksdale discussed 
with the regional administrators. I have just been informed that he 
did discuss with the regional administrators what we're looking for 
in those 10 points and in terms of what justifications we'd like to 
have. The regional administrators do have the authority to assign 

up to 10 point. * j * %m 

[The following information was subsequently received from Mr. 

DeBartolomeis:] 

The granting of up to 10 points under this criterion is based on an overall evalua- 
tion of the project by the Regional Administrator. Factors that could generate high 
ratings under "overall feasibility" might include elements such as: (1) a modestly 
priced site which is ideally located in terms of the needs of the clientele to be 
serve-!; <2> a functionally efficient design which is well within cost containment 
guidelines; (3) commitment by the sponsor/ borrower to put outside resources or 
services into the project over and above those normally provided; (4) the project is to 
be located in an area of acute need, and reflects unusually strong community sup- 
port; (5l the project is sponsored by a minority organization; (6) the project includes 
innovative features that will enhance the quality of service to be provided to the 
proposed residents. For fiscal year 1984, Regional Administrators are required to 
provide documentation in support of their ratings under Criterion No. 5. 

Mr. Bonker. Well, if you could have Secretary Barksdale provide 
to this committee the criteria that should be the basis upon which 
regional directors assign their 10 points, I think we d be terribly 
grateful. 

Mr. DeBartolomeis. Yes, sir. 

Mr. Bonker. Mr. Hammerschmidt? 

Mr. Hammerschmidt. Thank you, Mr. Chairman. 

Let me just comment a little bit further along the same line as 
the chairman. I don't worry so much about possible political consid- 
erations at the regional level, vis-a-vis, decisions made at the area 
administrators' level. But I do have some concern about the knowl- 
edge and expertise that resides at the regional level versus the 
area level. I think that the area level people know a lot more about 
the projects, and I think within that framework we have some con- 
cerns about the criteria for awarding an additional 10 points by the 
regional office and I'd just make that comment for the record. 
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Mr. DeBartolomeis, since we are no longer constructing new 
public housing units under section 8, other than what's in the pipe- 
line, and the private sector's not building many lower and moder- 
ate income housing units, I wonder about your request for 10/* W 
units. Or am I correct in saying that HUD has requested 10^000 
units for this year? I noticed in your testimony you say that ap- 
proximately $666 million, estimated to finance the development of 
14,000 units, will be available for fund reservations in fiscal 1984. 
But yet is your request for 10,000 units? 

Mr. DeBartolomeis. Yes, sir. In fiscal year 1985 we have a 
budget proposal which requests $500 million in budget authority 
for 10,000 units, as we have done so for the last 3 years. I do fur- 
ther understand that each year you have given us a little bit more 
than those 10,000 units requested, and I don't recall us complaining 
about it. 

Mr. Hammerschmidt. So that reflects a budget consideration 
rather than, probably, the real need that's out there; is that cor- 
rect? 

Mr. DeBartolomeis. That is our budget proposal, sir. 

Mr. Hammerschmidt. On page 10 of your testimony you state 
that when fund reservations are canceled, funds can be awarded to 
more feasible projects. In fact, you say in your testimony that units 
stuck in the pipeline provide no one with housing. Only construct- 
ed unite do. Which I certainly would agree with. 

Then you say further, "When fund reservations are canceled, 
funds can then be awarded to more feasible projects." Well, when 
our staff of this committee met with HUD last week, they were 
told that when a 202 project does not go to construction, those 
funds are lost. Further, they were told that 4,000 units were recap- 
tured in 1982 and 1983, and I wonder if you could comment on that 
and tell us how many units of section 202 has HUD recaptured 
since 1980? If you could provide us with some reasons for the recap- 
ture and provide the subcommittee with a breakdown of these fig- 
ures, including whether it was elderly or handicapped and the 
number of recaptures per field office. 

The part of that you would like to respond to now verbally I 
would accept, and if you want to supply the rest for the record, we 
would accept that as well. 

[The following information was subsequently received from Mr. 
DeBartolomeis:] 

There are several reasons for fund reservations being cancelled. Most cancella- 
tions prior to fiscal year 1982 were a result of a decision by the Borrower to relin- 
quish the fund reDervation. Such a decision could result from loss of a site, a finan- 
cial requirement that the Borrower could not meet, community opposition, or a vari- 
ety of other reasons. Since January 1982, many cancellations have been initiated by 
tht- Department as a result of failures on the part of Borrowers to meet established 
deadlines. Borrowers failed to meet deadlines for a variety of reasons, such as loss of 
the site, cost problems, inability to meet cash requirements, community ooposition, 
loss of the contractor, inexperienced consultants, etc. 

Mr. DeBartolomeis. With regard to the statement that I made 
this morning, on page 10, I noticed an error before I came down, in 
the formal statement, and the statement that I believe was distrib- 
uted to you, there is a minor change. 

As I have said in the testimony this morning, when a fund reser- 
vation is canceled, section 8 funds can then be awarded to more 
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feasible projects. Section 202 funds, recaptured from prior years' 
reservations, may not be reused. That was an amendment that I 
caught this morning. The section 8 funds that are recaptured do go 
to fund the fiscal year 1984 202 projects. 

Mr. Hammerschmidt. Fine. Then would you provide us with the 
other information for the record? 

Mr. DeBartolomeis. Yes, sir, I'd be glad to provide you with in- 
formation on our recaptures, from 19H0 forward in terms of break- 
down between elderly housing or handicapped. 

Mr. Hammerschmidt. OK. 

In your commendable efforts to create cost savings in the pro- 
gram, through competitive bidding, I noticed that you put down the 
amount of savings at $3,837 per unit, and so on and so forth. Could 
you give us the average cost of the units in those 12 projects, those 
759 units? 

Mr. DeBartolomeis. Well, they have a mortgage amount ranging 
between $2 million and $7 million. I don't have that exact figure 
for you right now. 

Mr. Hammerschmidt. Could you provide that per unit cost for 
the record? 

I notice you have figures concerning other projects in your state- 
ment. I think it would be helpful if we knew what those were cost- 
ing per unit. 

Mr. DeBartolomeis. I'd be glad to do that, yes, sir. 
[The following information was subsequently received from Mr. 
DeBartolomeis:) 

COMPETITIVE BIDDING-DATA 



Amount 



Unit cost and savings 



BOSTON 

Hebrew Renab Center for the Aged (HRCA)- 160 units- 1983. pfO)fiCt 
No O/j f H190 
Negotiated contractor's once i2'J28) 
low b»d 1 

Difference 

Pwrynt 'Pdut t«on is 19 7 percent 

Npwic" Jewish Community 1000 umts 198J. project No 023 EH184 
HUD Hamate «2*26} 
low bid 

Difference 

Percent Mur twn 5 4 percent 

LOS ANGELES 

Sar Bfrnar^c P'l.'a 118 <m»h 19/9. ptoject No 1?? EH0W 
HUP estimate -212b) 
low >] 

DrffproTP 

enl reduction is 9 4 percent 

0ES MOINES 

>*Cri>hen«v> Syve™ \? -ais 1980. project No 074 EH0Q4 
hoc <nt«rr\re 
l dw Ul 



$7,344,800 

5.895.035 $36,843 per unit cost 
1.449.765 $9,061 03 per unit savings 



4.030.552 

3.812.376 $38,124 per unit cost 
218.176 $2.181 76 pet unit savings 



6.400.000 

5.800.000 $39,190 per unit cost 
600.000 $4,054 05 per unit savings 



P8C.9/8 

278.928 $23,244 per unit cost 
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COMPETITIVE BIDDING— DATA— Continued 



Awn Unit cost and uvrfi 



M*"* ?,050_ $170.83 per unit savings. 

Percent reduction 0 / percent. 
Hemtage Village Apts— 50 units- 1981. project No 074-EH039 

HUD estimate . 1,893,124 

LwfW U79.902 $35,599 per unit cost. 

te 113.22 2 $2,264.44 per unri savings. 

Percent reduction 5 98 percent. 
Mount Carmel A^t$— 50 units — 19S1. project No 074-EH041 

HUD estimate 1.380.226 

M I 365 ; 579 . ^'312 per unit cost. 

&ftefenc * 14.647 $292.94 per unit savings. 
Percent reduction 1 06 percent. 
Cedar River Towers-85 units — 1982. project No 074-EH054 

HUD estimate 3.263.579 

l0 *W 3,096 L 278 $36,427 per unit cost. 

Mwwe _ ^ 167,301 $1,968.24 per unit savings. 

Percent reduction 5 1? percent. 
Cametot Square - 20 umts 1982. project No 074-EH034. 

HUD estimate 562.355 

LowM 427.400 $21,370 per unit cost. 

m ««™ 34,955 $1,747.75 per unit savings. 

Peicent reduction 24 percent 
Howard Activity Center- 18 units — 1982. project No 074-EH051 

HUD estimate 425.682 

Lo * M 387.461 $21,526 per unit cost. 

D,,fefence 38.221 $2,123.38 per unit savings. 

Percent reduction 8 9/ percent 

Pi foundations 39 umts -1982. project No 074 EH053 

HUD estimate 926.380 

lu * M 860.923 $22,075 per unit cost 

Dl,,erence 65.457 $1,678 J8 per unit savings 

Percent reduction / 06 percent 

N»',nna 7/ units 1982. project No 074 (H043 

HUD estimate 4/9.362 

l0 *M 4/0.812 $17,438 per unit cost 

D ' %enc * 8.550 $31666 per uml savings 

Percent reduction 1 /8 ptfcent 

H^sney Mjnor bO un.ts 1983. project No 0/4 EH066 

Hijf) i»^!imate 1.877.129 

lu * hMl 1.777.521 $35,551 per unit cost 

t>>"*w* 99.608 $1,992 16 per unit savings 

Ppfpnt frtuc-'Kin 5 3 percent 

f*Ln hKis $?5.1/7 384 

T )ij' unit-, /59 

Avenge un»t -* $33,171 

pM -w >*<«V 8 6 percent 

v ^y. .t-^ -wv'* y'.i> en.!*** sO^: jod son ants weft as \m hnjrong <i certrj 
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Mr Hammerschmiut. What has the Department done formally 
to correct the lengthy time periods for processing 202's in some of 
the field offices? 

Mr. DeBartolomeis. We have focused a great, deal on the 
lengthy time it has taken some of our offices to process these 202 
applications. One of the things that we have done is to prepare no- 
tices that go out to the field to more clearly enunciate our policies 
in terms of processing and to put an added priority and emphasis 
on processing these in a timely matter. 

Also, I understand that last year, before I was Deputy Assistant 
v>cretary, then Assistant Secretary Abrams convened sort of a 
strike force, if you will, of Deputy Assistant Secretaries that went 
out to the field to push these proposals that were in the area office 
through the various stages of processing. 

I further understand that these people were granted the ability 
to gran, waivers necessary to allow these projects to proceed. So, as 
you can see, by convening such a high level policy group and with 
the interest of the Assistant Secretary, with our added notices, we 
are making every effort to reduce the time it takes to process these 
projects in the field. We do recognize that there is a problem. It's 
something that we're working on. We realize that there is a lot of 
room for improvement. But we are addressing the need and I think 
thul we will see some improvements in the near future. 

Mr. Hammerschmidt. Well, speaking just provincially, I think 
that our processing time in Arkansas is about 13 months, which is 
pretty good. But I nave seen studies that indicate the overall aver- 
age time is 21 to 23 months, which is too long, of course, I would 
think, to administer that program. t 

Mr. DkBartolomkis. Also, some of the time studies that I ve seen 
indicate that it does take a long time. A lot of the studies do not 
necessarily take into account delays that are caused by the spon- 
sor. There are some times when they are not willing to change a 
site, they would much rather go through a lengthy process in terms 
of trying to fix up this site to make it meet the tests and those 
sorts of things, as well as cost containment. Some people did not 
realize that we were very serious about our extension policy and 
cost containment. 

Those delays that are sometimes caused by the sponsor are 
things that I think, when you look at a study, you should take a 
look at the delays that are not HUD-caused delays. I admit that 
there are HUD-caused delays but there are also delays on the other 
side too. 

Mr. Hammkrschmiiit. I wonder, is there a general attitude out 
there that there is an adversarial relationship between HUD and 
the sponsors, or do you have a good, cooperative relationship? Are 
vou making an effort to see that there is good communication? 

Mr. DkBaktolomk:s. I am unaware of any adversarial relation- 
ship or attitudes. We have worked very diligently L. the past to try 
to establish this relationship between the field staff and the spon- 
sor organizations, by having special meetings with the people to let 
them more fully understand what our policies and procedures are, 
and to trv to help thern through the process, because many of these 
sponsors are not all that sophisticated. I have seen notices that we 
have sent out to the field and I would also encourage fostering a 
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relationship between the Held staff and the sponsor organizations, 
and I think it's very healthy for the program. 

Mr. Hammerschmidt. All right. Mr. Chairman, I Just have one 
more question before I yield back to you. Mr. DeBartolomeis, a 
letter was sent recently to Secretary Pierce from the American As- 
sociation of Homes for the Aging which said that housing sponsors 
are finding it difficult to finance new projects because of the limits 
imposed by fair market rents. It is said that a new HUD rule bases 
fair market rents on data that do not mirror the true costs associ- 
ated with specialized housing for the elderly and the handicapped. 

I wonder if you would respond to that. 

Mr. DeBartolomeis. Yes, sir; I may lean on my staff a little bit 
because they understand a little bit more about it. 

Mr. Hammerschmidt. Sure. You may bring anyone up that you 
care to. 

Mr. DeBartolomeis. But first I would just want to state that for 
the most part all 202 projects are able to proceed within the fair 
market rents. Very few have problems that cannot be solved 
within the 126 percent, which is the statutory maximum. As you 
know, the section 202 rents are based on 105 percent of the section 
8 new construction substantial rehabilitation fair market rents, are 
based on 105 percent of those for each market area. We do have 
the authority to go up to 126 percent of the section 8 new construc- 
tion sub. rehab, fair market rents. 

Some of the projects in specific areas that have a soft market, 
market areas where there is an overabundance of housing, and I 
might add that these are very spotty instances— I do know of an 
area in Oklahoma that did nave a problem, and also down in 
region IV, I believe, in Atlanta, they had another problem. 

when they have these soft market rent areas the rents, the com- 
parables are very low and thereby the section 8 fair market rents 
are low. But the 202 mortgages are based upon the amount of cost 
to develop the project. So it oecomes a bit more difficult to base it 
on market-oriented comparables in a soft market. I believe these 
instances are few and far between. However, we do have proce- 
dures within the Department to alleviate this by coming in and re- 
questing an exception for moving, pumping up the fair market 
rents, above what they currently are. 

Mr Hammerschmidt. In other words, if a Member of Congress 
calls down there and says, "We don't think this program is work- 
ing well because of that impediment, 0 you have a mechanism down 
at the Department that takes another look at the fair market rents 
in that area? 

Mr. DeBartolomeis. Yes, we do have a mechanism that can take 
a look at that, and we'd be glad to look at that on a spot basis. But 
I do believe it has to be published in the Federal Register, and it 
does take a certain amount of time. There have to be a great deal 
of justifications but we do have a procedure for that. 

Mr. Hammerschmidt. Thank you, sir. 

Mr. DeBartolomeis. You're welcome. 

Mr. Bonker. Thank you, Mr. Hammerschmidt. 

Mr. DeBartolomeis, let me ask a few additional questions. One 
concerns HUD s cancellation policy, and what we sense is the need 
for necessary extensions from time to time because of the number 
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of obstacles that must be overcome to complete a project. In Janu- 
ary of 1982 HUD sent out a telegram to their field offices stating 
that there would be no future extensions except in cases where liti- 
gation was involved or in cases where HUD is guilty of an error or 
a project delay. Now, had that policy been fully implemented, I'm 
informed that it would have canceled 93 percent of the projects 
that were in the pipeline. However, HUD did revise its policy, on 
February h and, then again, on March 4, so there was actually a 
minimal cancellation of projects in the pipeline. Now, when the ad- 
ministration does something like this without prior notice without 
allowing time for public comment, without alerting people who are 
involved in this whole program, you understandably create a lot of 
convulsions within the affected constituencies. I don't think our 
committee staff was notified before the initial cancellation policy 
was developed. 

I guess I have two questions. First, why was such a drastic policy 
developed back in January of 1982? Second, since you have scaled 
down, pretty much, its impact, what do you see as some of the ben- 
efits, of this new cancellation policy or any policy of not allowing 
extensions? I guess a final question concerns the fact that we have 
to be realistic about these applications. Sometimes there are neces- 
sary delays. Are we imposing unrealistic timeframes for processing 
these applications? 

Mr. DkBaktolomkis. As I understand—you re referring to the 
January 1982 memorandum? 

Mr. Sonkkr. Yes. 

Mr. DkBartolomeis. I think that was later rescinded and there 
was a March 4 

Mr. Bonkkr. Was it rescinded entirely or just modified on subse- 
quent occasions? 

Mr. DkBaktolomkis, I believe it was modified by the March 4 
memorandum. I do have a copy of it. It does speak to the recapture 
policy. Kssentially, when a section 202 project is funded, the date of 
fund* reservation, the sponsors have 18 months to get that project 
under construction start, and they are allowed a 0-month extension 
bevond that period. That's 2 years to allow a project to get 

Mr Bonkkr. Let me ask you, I'm sorry to interrupt, but the 1H- 
month period is now HUD's current policy. What is the statutory 
requirement for a timeframe in processing applications? 

Mr DkBaktolomkis. Eighteen months. 

Mr. Bonkkr. Well, this is not policy. This is statute? 

Is it or is it not statutory policy? 

Mr DkBaktolomkis. Mr. Wilden could give you some more infor- 
mation 

Mr Wh.dkn It is not statutory; it's regulatory. The IS month 
.tnd LM month requirement was i in posed, I believe, in the original 
regulations for the 202 program when it was revised in 1!)7(J. 

Mr. Bonkkr Well, you're pretty much free to establish whatever 
timeframe you feel is "necessary for the processing o ' these projects. 

Mr Wn.nKW Yes. 

Mr. Bonkkr. So> you have now set the time period o r IS months. 
What happens if. in the process, between the field office and th" 
regional office, and the headquarters back here* th?re are delays 
that are not directly related to a sponsor? 
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Mr. DeBahtolomeis. We take those into consideration, sir. We 
have— what I have seen in my time— we have expressed a great 
deal of compassion for sponsors. We have met with numerous spon- 
sors in terms of finding out why their projects have not succeeded 
in reaching construction start, and if they have a good case, we 
have often extended the 24-month deadline. 

Mr. Bonker. Hold it, hold it. Let's see, 18 months 

Mr. DeBahtolomeis. Eighteen months plus the six months. 

Mr. Bonker. Plus the 6. So you have a 6-month waiver, if you 
will. 

Mr. DeBahtolomeis. Yes. 

Mr. Bonker. But then you can even go beyond that. So it's all 
fairly arbitrary. If there are some applications upon which you 
look with disfavor, you can probably kill them. If there are applica- 
tions that you look upon with favor, you can extend them. 

Mr. DeBahtolomeis. I don't look at it as arbitrary. I think we 
look for delaj that were clearly above and beyond their control. I 
think we have a very rational process to look at the projects. 

Mr. Bonker. Are there any criteria you use? You're valMnp 
about projects that are well along. They can be extended or termi- 
nated because of delays. I have to tell you that as a resident Con- 
gressman, and I'm sure Mr. Hammerschmidt will agree, adminis- 
trative discretion bv Federal agencies is very important. It's the 
sort of thing that keeps us reelected, because through it we are 
able to help those who are having ptvMems with Federal agencies. 
We need flexibility, I don't question that. But we want fairness and 
reason to accompany discretionary judgments. 

Mr. Wilden. The context 

Mr. Bonker. Could you identify yourself for the record, sir? 
Mr. Wilden. Yes. Robert Wilden. 
Mv. Bonker. Your position? 

Mr. Wilden. Director of the Assisted Elderly and HandicappH 
Housing Division, which administers 202. 

The context in which the telegrams to which you referred were 
issued, January, February, March, of 1982, was a time in which, 
and p *ior to which, the regulatory requirement with regard to the 
IS months had not been seriously enforced. In essence, the only 202 
reservations canceled were those where the borrower came into the 
Department at some point and said, "We can't do the project, and 
therefore we're relinquishing the reservation. n 

It was a time ; n which construction costs had gone up substan- 
tially. We still had projects in the pipeline that were reserved in 
15)76 and 1977. I think it's fair to say that what happened in those 
early months of 1982 was an attempt to get the attention of the 
borrowers, which, in fact, it did. 

Mr. Bonker. I'm sure. 

Mr. Wilden. The way the policy is administered at this point is 
that the borrower has the initial 18 months. If the project was se- 
lected for the handicapped without a site, the field office may 
extend that another <i months. 

In all other instances, the field must come to headquarters for 
the fS*month extension. 

Now, any part of 800 in the regulations can be waived. So it is 
possible to waive the regulation with regard to the 24 month limit. 
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Generally, that is done when one of a series of things happens, 
either: First, the project has been in litigation, second, the project 
has been submitted for firm commitment and, in fact, a closing is 
in sight in the near future, or third, where the HUD office itself 
has been responsible for the delay or the Department has been re- 
sponsible for the delay. For example, one year it took us about 3 
months to get an interest rate established. We, in effect, considered 
that HUD delay in dealing with cases that came in for extension. 

As a matter of fact, there has not been this dramatic, wholesale 
cancellation. I believe in the letter to you that went out about a 
month ago it was indicated that between 800 and 900 units were 
canceled, as of the end of last year, during the last fiscal year. So 
that's by way of explanation. 

Mr. Bonker. Well, thank you very much. That helps with my un- 
derstanding. 

I have one final question. On page 7 of your testimony, the last 
paragraph, first sentence, last word, I will quote the sentence: 
"Recent legislation now being implemented by HUD requires com- 
petitive bidding." Was that a mandate or a mandated requirement? 
I thought the legislation allowed the agency to call for competitive 
bids rather than mandating competitive bids. 

Mr. DeBartolomeis. The decision to mandate competitive bids 
was made by HUD. The legislation does specifically set certain lim- 
itations that are required for competitive bidding. 

Mr. Bonker. So the statute does not mandate competitive bid- 
ding? 

Mr. DeBartoiomeis. That is correct. However it d . <s allow us to 
proceed with competitive bidding. It does set out limitations. 

Mr. Bonker. I think this is a distinction that should be noted. 

OK, Mr. Hammerschmidt, any further questions? 

Mr. Hammerschmidt. Mr. Chairman, I don't have any further 
questions right nov but I would like to perhaps submit three or 
four questions o which HUD could respond for the record. 

Mr. DkBar-'olomeis. Sir, I would be glad to respond to those 
questions. 

[See apper.dix, p. 63 for questions and answers.] 

Mr. Hammerschmidt. Thank you very much. 

Mr. Honker. Thank you very much for coming. 

I'd iike to now tall up the three other witnesses who are here to 
testify today, Terril J. Young of the American Association of 
Homes for the Aging, Patrick Conroy of Conroy & Mclver, Diana 
Mclver. the same organization, ;<nd Jim Womack of the National 
(' uncil of Senior Citizens. 

I think we shall proceed in the order in which people were an 
nounced. Ms. Young, you may proceed. I think if it's all right with 
Mr. Hammerschmidt, we'll have each of you give your testimony 
and then open for questions. I hope, given the length of some of the 
statements, that you can find a way to abbreviate your remarks so 
that we will have some time for questions by the committee mem- 
bers. 

V... Young, welcome to the committee. You may proceed. 
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A PANEL OK WITNESSES, CONSISTING OP TERRIL J, YOUNG, 
CHAIRMAN, HOUSING COMMITTEE, AMERICAN ASSOCIATION 
OF HOMES FOR THE AGING, WASHINGTON, DC; PAT W. 
CONROY, PARTNER, AND DIANA McIVER, PARTNER, CONROY & 
McIVSR, DALLAS, TX; AND JAMES L. WOMACK, DIRECTOR OF 
HOUSING, NATIONAL COUNCIL OF SENIOR CITIZENS, WASHING* 
TON, DC 

Ms. Young. Thank you. 

Mr. Chairman and members of the subcommittee, I am Terril J. 
Young, director of Housing Management for the Housing Authority 
of the city of Boulder, CO. I am testifying on behalf of the Ameri- 
can Association of Homes for the Aging which, for purposes of 
shortening my presentation I will refer to as AHA, where I am cur- 
rently a member of the executive board and serve as chair of the 
housing committee. I am also representing the Ad Hoc Coalition 
for Housing for the Elderly, an alliance of 31 national organiza- 
tions dedicated to the preservation and growth of the section 202 
Elderly Housing Program. 

On behalf of tb>j*e two organizations I would like to thank the 
subcommittee for conducting hearings on critical administrative 
problems confronting the section 202 program. The Subcommittee 
on Housing and Consumer Interests, and the Select Committee 
itself, have been closely linked with the section 202 program and 
have been instrumental in keeping the housing needs of older 
Americans before the Congress. 

In particular, I want to acknowledge the efforts of Chairman 
Bonker and Congressman Hammerschmidt in blocking the efforts 
of HUD to sell off 202 projects. 
As has been acknowledged here this morning, the section 202 
rogram has been one of the Federal Government s most successful 
ousing efforts. It has produced high quality, durable housing for 
the elderly and handicapped in more than 1,600 facilities, under 
both the original section 202 and the revised program now in oper- 
ation. 

I understand the interest and concern involved with the selection 
process for 202 projects, and I believe the consultants here from the 
firm of Conroy & Mclver can address those concerns. 

My position is to reflect on other issues which we believe are 
equally serious. 

There have not been defaults on mortgage obligations in the 202 
program and few have experienced the financial and management 
difficulties experienced by other Federal housing programs. I am 
reminded especially of the original 202 prog* im and how simple it 
was and how good it was to administer. 

Mr. Bonker. Those were simpler days, Ms. Young. 

Ms. Young. Yes, they were. Would that we might return to 
them. 

One of the concerns that we have in the changes that have been 
made in 1<)74, in tying the 202 project with the section 8 program 
is, one, the deep subsidy commitment that has to be made and, two, 
the increased administrative cost by the sponsor. 

Section 202 facilities have been successfully developed and oper- 
ated in every part of the country and in every type of setting. They 
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have proven to be as appropriate for small towns and rural commu- 
nities as lliey are for large cities and urban areas. Equally signifi- 
cant the program has succeeded without a great deal of prior expe- 
rience on the part of housing sponsors, and without excessive pay- 
ments or any profits to developers, builders, or investors. The spon- 
sors of section 202 housing are, as you know, by law, nonprofit or- 
ganizations created for the specific purposes of developing and op- 
erating housing facilities. u •* 

Many sponsors are affiliated with religious, fraternal, or charita- 
ble organizations and all are dedicated to the goal of providing 
decent housing and a quality living environment for elderly and 
handicapped persons. 

In the membership of AAHA, which now numbers almost 2,.W0 
members, housing is provided by 1,300 of those members, and 600 
of those facilities were built under the section 202 program. 

As the cornerstone of Federa 1 housing policy for the elderly and 
our only Federal housing construction program at the present 
time, the section 202 program should be continued and expanded. 
Equally important, however, is the need to assure that the program 
and the high quality product the program represents are not com- 
promised by shortsighted and improper administrative policies. 

In recent months the Department of Housing and Urban Devel- 
opment has published a variety of proposed rules and notices that 
make substantive changes in the guidelines and procedures of the 
section 202 program. Any of these changes, taken separately, would 
be cause for concern. Some of them have prompted critical letters 
to HUD and even protests from Congress. What is not fully recog- 
nized is that a combined effect these changes will have on the pur- 
pose and operation of the section 202 program. 

In combination, HUD's proposals could significantly alter the 
substance of section 202 and make it increasingly difficult, if not 
impossible, for nonprofit sponsors to use the program to provide 
quality housing for the constituency they are committed to serve. 

The policy changes that HUD has implemented or are proposing 
include the following: And I believe most of these were not alluded 
to in the testimony given to you this morning by the representa- 
tives of HUD. They are: A reduced contract rent adjustment. De- 
cember lDHJl proposed regulations changed the basis for computing 
annual adjustments in the section H contract rents, and further in- 
dicated that they would be applied retroactively to all section 202 
and section H projects. 

Revised project cancellation guidelines have been discussed in 
some detail this morning and we share your concern in this area. 

Reduced fair market rents: February proposed regulations indi- 
cate that fair market rents which serve as guides for new housing 
construction are being lowered in many areas of the country, lower 
than they have been at prior levels, and using techniques that we 
seriouslv consider whether they are valid or not. 

Higher loan interest rate: HUD's February document, again, in- 
dicates the Department's intention to raise the 202 loan interest 
rate from the current 9% percent to at least 10.11 percent during 
fiscal year 1085. .. 

Restricted funding for construction change orders: This policy 
came out in January. It's a notice that indicates that HUD will not 
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allow the cost of change orders for unanticipated, and I repeat, un- 
anticipated increases in construction costs to be paid from the pro- 
ceeds of section 202 loans where the project sponsors do not select a 
general contractor through competitive bidding. 

Project design restrictions. Recent program guidelines require 
that 25 percent of the unite in a proposed facility be efficiency 
units, restrict the size of efficiency and one bedroom unite, and 
reduce the amount of common space that can be included in a facil- 
ity. 

AAHA does not stand for a policy or a philosophy that accepts 
warehousing elderly residents, and when you begin to tell older 
people exactly how much space they are going to nave, deny them 
the right to a bedroom, and indicate that you will take away the 
community space that has for so many years been a hallmark of 
the 202 program, you are beginning to talk about loss of quality of 
environment. 

The low-income occupancy requirements that HUD will soon 
publish will require that 95 pjercent of the unite in newer, that is, 
since \Wl section 202 facilities, be occupied by very low income 
tenants. 

This is to be that 95 percent of residents shall not have incomes 
in excess of 50 percent of the median income in the statistical re- 
porting area in which that facility is located. We would then have 
a resident mix in older facilities that would be changed to 75 per- 
cei * very low income, but 25 percent of the incomes between 50 
and HO percent of the median income. 

The change would end the prior policy of permitting market rate 
renters in up to 10 percent of the units of the older facilities. 

The shift to an increasing portion of lower income residents 
could bring serious financial difficulties for many older projects. 
The long-term operating budgets of these facilities were developed 
with the idea that higher resident rent payments could be received. 
Rather than increasing section 8 payments to cover this projected 
loss of operating revenue, HUD is now offering only lower section 8 
rents and reduced annual rent adjustments. Unless additional sup- 
port is provided, many of these older projects will experience finan- 
cial difficulty, with some going into default. 

Of these issues that I have outlined, those that cause us the 
greatest concern contribute to the growing discrepancy between the 
revenues that HUD will provide or allow for a section 202 project, 
and the rising cost of constructing and operating housing to the 
traditional standards. 

The recent reduction in new construction fair market rents 
plates ;Jitional pressures on the financial feasibility of most sec- 
tion 20li projects. 

For its part. HUD is offering a way to help reduce this discrepan- 
cy, by requiring smaller and lower cost units, as well as reduced 
spending for common space and other amenities. As we have indi- 
cated, however, we do not accept this, as we believe that it severely 
alters the quality of life for the people who live in these units. 

Thtre is another consideration that most of the people that we 
have talked to have difficulties with the regional offices, and that 
is in the area of requiring that 2f> percent of the project be in effi- 
ciency units. There are many areas in the country that have enor- 
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mous problems marketing these unite, and when you have a 
system that does not allow you to have flat rente, so that an effi- 
ciency unit could rent for less than a one bedroom, then you're 
going to have marketing difficulties, and that is experienced by 
many of the AAHA members. 

The financial restraints imposed by the lower fair market rente 
become particularly critical in light of the proposed increase in the 
section 202 interest rate for next year. The higher interest rate rep- 
resents a substantial increase in project costs that then must be re- 
flected in higher fair market rente. 

In order to accommodate the increased section 8 assistance, HUD 
has provided little indication that it intends to change their rent 
schedule to meet these higher costs. 

Without increased revenues, either from higher rent payments 
or Federal subsidies, the higher costs represented in increased debt 
payments will make it almost impossible to build section 202 hous- 
ing in many parts of the country. Most applications could be reject- 
ed outright on the basis of project feasibility. This would result in 
an administrative reduction of the section 202 program, despite the 
clear intent of Congress that the current program be continued. 

While we are deeply concerned with these and other administra- 
tive policies that make future use of the section 202 program in- 
creasingly impractical, we are also troubled by more fundamental 
long-term change that threaten to transform and destroy the pro- 
gram. , ,,,,/-. 

We view as particularly alarming actions by both the Congress 
and HUD that restrict section 202 facilities to lower income resi- 
dents and reduce both the cost and quality of the facilities. With 
such actions we are shutting out millions of potential residents 
once commonly referred to as "the near poor." 

We are telling those who can and want to pay their own way 
that they will not be permitted to. In section 202, as elsewhere in 
Government policy, we are putting persons of one income grour 
into competition with those of a lower or a higher income group. 
One of the strengths of the section 202 program has been its ability 
to minimize such differences and permit residents to find a 
common basis of understanding and shared problems of aging. 

I fear we are attempting to transform the section 202 program 
into a targeted version of the section 8 program, ascribing to it the 
problems and political liabilities of that broader program. 

We are now trying to achieve too many objectives with this limit- 
ed program. We cannot use it to meet the special needs of the el- 
derly, house the poor, and extend increasing assistance to the phys- 
ically disabled and the chronically mentally ill. The program 
cannot meet all these demands without losing its essential charac- 
ter or compromising its standards of quality. Such actions threaten 
to undermine the broad basis of support for the program and set m 
motion the same process that brought an end to the section S and 
public housing programs for new construction. 

AAHA and the ad hoc coalition would like to urge this subcom- 
mittee and the Congress in general to closely review these and 
other administrative changes in the section 202 program, to judge 
whether thev are warranted on program or budgetary grounds, or 
whether thev constitute administrative efforts to curtail the pro- 
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gram. We would urge action to hold the section 202 interest rate at 
the current 9 l A percent, and we urge action on the Lundine-Heinz 
proposal or other legislative initiatives that seek to address many 
of these problems through reforms in the current section 202 pro- 
gram. 

[The prepared statement by Ms. Young follows:] 



Mr. Chairman, and Members of the Subcommittee. I am Terril J. Young, Director 
of Housing Management for the Housing Authority of the City of Boulder, Colorado. 
I am testifying on behalf of the American Association of Homes for the Aging 
( AAHA), where I am currently a member of the Executive Board and serve as Chair 
of the Housing Committee. I am also representing the Ad Hoc Coalition for Housing 
for the Elderly, an alliance of thirty-one national organizations dedicated to the 
preservation and growth of the Section 202 elderly housing program. 

On behalf of these two organisations, I would like to thank the Subcommittee for 
conducting hearings on critical administrative problems confronting the Section 202 
program. The Subcommittee on Housing and Consumer Interests, and the Select 
Committee itself, have been closely linked with the Section 202 program and have 
been instrumental in keeping the housing needs of older Americans before the Con* 
gress. 

While the Section 202 housing program represents only a small portion of the fa- 
cilities serving elderly housing needs, it is what we often think of when we hear the 
phrase "housing for the elderly. M The program hrs set the standard of excellence in 
housing design, in service, and, most importantly in the quality of life for the elder- 
ly and handicapped persons it serves. 

The Section 202 program has been one of the federal government's most success* 
ful housing efforts. It has produced high quality, durable housing for the elderly and 
handicapped in more than 1600 facilities under both the original Section 202 pro- 
gram and the revised program now in operation. Few, if any, of these facilities have 
defaulted on their mortgage obligations to the Federal government, and few have 
experienced the financial and management difficulties experienced by other Federal 
housing programs. 

Section 202 facilities have been successfully developed and operated in every part 
of the country and in every type of setting. They have proven to be as appropriate 
for small towns and rural communities as they are for large cities and suburban 
areas. Equally significant, the program has succeeded without a great deal of experi- 
ence on the part of housing sponsors and without excessive payments or any profits 
to developers, builders or investors. The sponsors of Section 202 housing are, by law, 
nonprofit organizations created for the specific purposes of developing and operating 
housing facilities. Many sponsors are affiliated with religious or charitable institu- 
tions, and all are dedicated to the goal of providing decent housing and a quality 
living environment for elderly and handicapped persons. 

If the program has any weakness, it has been its limited scale. New units con- 
structed under ihe program assist only a small segment of our rapidly growing el- 
derly population. The funding requested in the Administration's FY 1985 budget 
would provide less than half the 20,000 units recommendad by the 1981 White 
House Conference on Aging as the minimum annual Section 202 commitment 
needed to keep pace with this rising demand. Assistance to the elderly under other 
housing programs has been significantly curtailed of eliminated, leaving Section 202 
as the only Federal program designed to meet the urgent need for new rental hous- 
ing 



As the cornerstone of Federal housing policy for the elderly, and our only Federal 
housing construction program, the Section 202 program should be continued and ex- 
panded Equally important, however, is the need to assure that the program, and 
the high quality product the program represents, are not compromised by short- 
sighted und improper administrative policies. 

In recent months the Department of Housing and Urban Development (HUD) has 
published a variety of proposed rules and notices that make substantive changes in 
the guidelines and procedures of the Section 202 program. Any of these changes, 
taken separately, would be cause for concern. Some have prompted critical letters to 
HUD and even protects from Congress. What is not fully recognized is the combined 
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effect these changes will huve on the purpose and operation of the Section 202 pro- 
gram. In combination, HUDs proposals could significantly alter the substance of 
Section 202 and make it increasingly difficult, if not impossible, for nonprofit spon- 
sors to use the program to provide quality housing for the elderJy and handicapped. 

The policy changes HUD has implemented or is proposing include the following. 

Reduced contract rent adjustments— HUD published regulations in December 
VM\ proposing to change the basis for computing annual adjustments in Section 8 
rents for CPlTinked fair market rents to market data reflecting increases in operat- 
ing coats. This revised process for computing rent increases, and its application only 
to that portion of project rents representing operating costs, would be applied retro- 
actively to all Section 202/X facilities, despite provisions in the 1981 Housing Act 
Amendments limiting such changes to projects with contracts signed after October 

From a broad policy perspective, any effort to make rent ac^justments more reflec- 
tive of actual increases in annual operating costs is certainly appropriate and advis- 
able. From n practical standpoint, however, the change will significantly reduce 
project revenue over time and place an increasing number of Section 202 facilities 
in financial difficulty. This is particularly true of projects with extremely tight oper- 
ating budgets or declining reserve accounts. For such projects, substantially reduced 
rent increases in the middle or later years of Section 8 contracts would force spon- 
sors to cut reserw? 'o dangerously low levels or postpone expenditures that could 
jeopardize a project's physical plant and its quality of services. 

The adverse effect ol this policy change could be significantly increased if the data 
HIM) uses to determine local cost increases is based on housing that is not compara- 
ble with assisted elderly housing facilities or not reflective of coats actually incurred 
by such facilities. To date, HUD has not provided detailed information as to how the 
problem of "comparability" will be addressed. 

Strict project cancellation policies.— In January, HUD published notices revising 
its funding recapture and project cancellation policies. In addition to imposing strict 
project cancellation deadlines on Section S and Public Housing orojects, the notice 
reaffirmed a prior, but unenforced HUD rule that would cancel Section 202 projects 
that had to be constructed within IK months of receiving a funding reservation. The 
notice *as accompanied by explanations that extensions beyond these deadlines 
would be extremely difficult to obtain and would be approved only where delays 
could be attributed to HUD- . • « 

HI'D is now enforcing the lN-months cancellation deadline despite the fact that 
the average processing time for a Section 202 project currently exceeds months. 
For >orne HUD area offices, processing of elderly facilities has exceeded 30 months, 
while handicapped projects sometimes take more than 40 months to go to construc- 
tion At a time when HUD's policies and procedures are changing and when HUD 
Nt.il'f has been significantly reduced, it is clearly inappropriate for the Department 
t<> impose more strict cancellation deadlines on a program that was designed to 
permit an extended development schedule because of the nonprofit status of the 
hou*mg sponsors. , ■ | 

Hrduced nmstructum rents - In Februarv HUD published a proposed rule revising 
in schedule of Fair Market Rents that serve as a revenue guide for new construc- 
tion ..r substantial rehabilitation projects. In a major departure from past policy, 
Urn adjusted rents downward for many categories of housing units in many 
rkei areav In the past it either increased the fair market rent or held it at the 
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A major problem with this change is the fact that HUD included data in its area 
market ^urvevs that reflected broader economic conditions that have little relation- 
ship to the rem.- paid in assisted elderly housing facilities, and even leas to do with 
the .!• ni.il cu>t- associated with new construction and substantial rehabilitation. Use 
t.f this data M Milted, tbr example, in rent decreases for efficiency units in five-story 
m tin tun-* ol ;i> much as $!»7 ,kt month in Detroit, or $TA and $40 per month for 
-miliar unit* m iJirmingham and Buffalo Similar reductions for one-bedroom units 
•n Minil.ir structures amounted to $.)f> in Columbus. Ohio. $<U per month in Miami 
.,r >!«»"> per month in Flint. Michigan A striking point in the revised schedule is the 
i ur i hat rfp.r- for e||u-:«-i cy units were reduced in many market areas despite vhe 
• ii t IH'I) h not n-qm/ing sjumMir* to include an increasing number of such units in 
then proposed project* 

K\-n in the majority of market areas that receive small one or three-percent ir: 
. re'iM-N housing sponsors will find themselves hard-pressed to construct quality 
housing la. ihtie^ An increasing number of Section 202 projects already must exceed 
the lair Market rent limits b\ ten percent or more With development costs continu- 
ing t.) inc-M MM' b\ at lea*t the rate of inflation, and with the new rent limits apply- 
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ing to all construction through the end of fiscal year 1985, an increasing number of 
Section 202 sponsors will find that projects will not be feasible next year without 
substantial increases in revenue above the limits set in HUD'b fair market rent 
schedule. 

Increased section 202 interest rates.— In its recent FY 1985 budget documents, 
HUD has interpreted Congress' one-year limitation on the Section 202 interest rate 
as a signal to increase the rate during fiscal year 1985. HUD's proposal would raise 
the rate to the anticipated level of average Treasury borrowing for the current year, 
which it optimistically estimates as being 10.3 percent. Given recent increases in 
bank interest rates, it is possible that the rate will be considerably higher. 

For the past three years Congress has frozen the Section 202 loan rate at 9.25 per- 
cent to prevent it from rising as high as 11.75 percent. At this level, few if any Sec- 
tion 202 projects would be economically feasible, unless substantial increases in Sec- 
tion H payments were permitted to offset the higher debt financing costs. At this 
point, there is no indication that either HUD or Congress will make additional Sec- 
tion H funds available to ofTset the higher project debt costs that will result from the 
proposed rate increase. 

Mandatory competitive bidding— HUD has recently issued a policy notice indicat- 
ing that funding for change orders to cover unforeseen problems during construc- 
tion would not be provided for Section 202 projects where sponsors had not selected 
general contractors through competitive bidding. The change would have the effect 
of requiring Section 202 sponsors to use competitive bidding in selecting contractors, 
Mince few nonprofit organizations can pay these additional costs from their own re- 
sources and few contractors will accept this open-ended financial liability. 

HUD is implementing this indirect approach to requiring competitive bidding de- 
spite the fact Congress agreed to permit sponsors to select a contractor by whatever 
method they thought appropriate once they met one of three statutory require- 
ments. While competitive bidding can help to reduce development costs under cer- 
tain circumstances, it can alio increase significantly the "up front" costs that must 
be paid by project sponsors and add considerably to the processing time required to 
complete a project. Mandating competitive bidding would also remove the needed 
technical expertise and early assistance that is often made available to small non- 
profit organizations through a close partnership with a local contractor. 

Cast containment requirements.— in its recent notices outlining requirements for 
submission of proposals for the current Section 202 loan competition, HI mposed 
a number of new restrictions intended to reduce project development costs. The 
notice indicated that 25 percent of the units in each project must be efficiency units. 
It also reduced prior limits on the size of efficiency and one-bedroom units and re- 
stricted the amount of space sponsors can devote to common areas of congregate 
space. 

HUD is imposing these new restrictions despite the fact that efficiency units al- 
ready pose marketing problems for most Section 202 facilities and most residents 
generally require more, rather than less living space. The elimination of common 
space also runs contrary to resident preference and contradicts the essential intent 
of Section 202 to provide a preferred and more enjoyable living environment. 

Iahv income occupancy requirements.— HUD is now in the process of developing 
rules to implement changes in Section 202 occupancy limits in accordance with pro- 
vision* adopted by Congress in 19H1 and 19H3. Under these rules, 95 percent of the 
units in newer. post-October 1981 facilities must house residents with very low in- 
comes, those with incomes below 50 percent of area median income. Older, pre-Octo- 
ber 19K1 projects will be required to meet a 75 percent requirement for very low 
income residents, with the remaining 25 percent consisting of individuals with 
inform* between 50 percent and HO percent of area median income. 

[Eliminated in the new project composition guidelines is HUD's policy of permit- 
ting older projects to fill up to ten percent of their units with individuals able to pay 
market rents. This alters a prior emphasis on integrating a broad sampling of the 
areas elderly population within a single facility. 

The shift to an increasing portion of lower-income residents could bring serious 
financial difficulties for many older projects. The long-term operating budgets of 
these facilities were developed with the idea that higher tenant rent payments 
would be received. Rather than increasing Section H payments to cover this project- 
ed loss «f operating revenue. HUD is now offering only lower Section 8 rents and 
reduced annual rent adjustments Unless additional support is provided, many of 
these older projects will experience financial difficulty, with some going into default. 
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MAJOR POLICY CONCERNS 



Of the issues I have outlined, those that cause us the greatest concern contribute 
to the growing discrepancy between the revenues HUD will provide or allow for a 
Section 202 project and the nsing cost of constructing and operating housing to the 
traditional standards of tht action 202 program. The recent reduction in new con- 
struction fair market rents \- ices additional pressures on the financial feasibility of 
most Section 202 projects. For its part, HUD is offering a way to help reduce this 
discrepancy by requiring smaller and lower-cost units, as well as reduced spending 
for common space and other amenities. This approach, however, serves to reduce 
the quality of the housing provided under Section ?I)2 and undermines the stand- 
ards of design and service that have characterized the program. 

The financial restraints imposed by the lower fair market re: s become particu- 
larly critical in light of the proposed increase in the Section 202 interest rate next 
year The higher interest rate represents a substantial increase in project costs that 
must be reflected in higher fair market rents in order to accommodate increased 
Section H assistance. HUD has provided little indication that it intends to change 
their rent schedule to meet these higher costs. 

Without increased revenues, either from higher rent payments or Federal subsi- 
dies, the higher costs represented in increased debt payments will make it almost 
impossible to build Section 202 housing in many parts of the country. Most applica- 
tions could be rejected outright on the basis of project feasibility. This would result 
in an administrative reduction of the Section 202 program, despite the clear intent 
of Oongress that the current program be continued. 

While we are deeplv concerned with these and other administrative policies that 
make future use of the Section 202 program increasingly impractical, we are also 
troubled by more fundamental long-term changes that threaten to transform and 
destroy the program. t t t t _ lUim . L 

We view as particularly alarming actions by both the Congress and HUD that re- 
strict Section 202 facilities to lower-income residents and reduce both the cost and 
quality of these facilities. With such actions we are shutting ^out millions of poten- 
tial residents once commonly referred to as the "near poor." We are telling those 
who can and want to pay their own way that they will not be permitted to do so. In 
Section 202, as elsewhere in government policy, we are putting persons of one 
income group into competition with those of a lower or a higher income group. One 
of the strengths of the Section 202 program has been its ability to minimize such 
differences and permit residents to find a common basis of understanding in shared 
problems of aging. . 

1 fear we are attempting to transform the Section 202 program into a targeted 
version of the Section H program, ascribing to it the problems and political liabilities 
of that broader program. We are now trying to achieve too many objectives with 
this limited program. We cannot use it to meet the special needs of the elderly, 
house the poor and extend increasing assistance to the physically disabled and the 
chronically mentally ill. The program cannot meet all these demands without losing 
its essential character or compromising its standards of quality. Such actions threat- 
en to un Jermine the broad basis of support for the program and set in mot.on the 
same process that brought an end to the Section S and public housing program. 

AAlIA and the Ad Hoc Coalition would like to urge this Subcommittee, and the 
i ongress in general, to closely review these and other administrative changes in the 
Section 202 program to judge whether they are warranted on program or budgetary 
grounds or whether they constitute administrative effortr to curtail the program. 
We would urge action to hold the Section 202 interest rate at the current 9.25 per- 
cent. And we urge action on the Lundine-Heinz proposal (H.Q. 2435/S. 1648) or 
nthiT legislative initiatives that seek to address many of these problems through re- 
forms in the current Section 202 program. 

Mr. Bonkkr. I thank you, Ms. Young, for an excellent statement. 
We will begin with questioning as soon as the other witnesses are 
finished. 

We will now proceed with the Dallas-based firm of Conroy & 
Melver. We have with us both Conroy and Mclver. I would hope 
that since you both represent the same firm that you could shorten 
your testimony, if you can, and try not to duplicate what the other 
is saving. Who wants to proceed first? 

Mr. Conroy. I think I will go first. 
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STATEMENT OF PAT CONROY 

Mr. Conroy. Thank you, Mr. Chairman. I will try to keep my re- 
marks as brief as possible. My name is Pat Conroy and I'm with 
Conroy & Mclver, a consulting firm in Dallas, TX, that specializes 
in assisting nonprofit sponsors in working with the section 202 pro- 
gram. 

I would like to direct my comments toward two specific areas. 
One is the effects of the section 8 fair market rents on the feasibili- 
ty of the program, and also the impact of interest rates, and two, 
briefly outline in technical terms what the recently revised section 
8 fair market rents have potentially done to the program. 

As you probably know, in spite of the press release that goes out 
every year allocating x number of dollars for particular projects, 
HUD limits the amount of actual loan that's loaned to a sponsor by 
the lowest of three critera: One being the actual cost of the 
project, another being a regulatory limit that's established by Con- 
gress, and then adjusted based upon high cost factors, and a third 
being the amount of mortgage that's supportable from the net 
income of the project. That last one is the one that we're finding is 
becoming more and more the criterion that is being utilized in lim- 
iting the amount of loan that a sponsor can receive. 

The problem is that in many cases that criterion limits the mort- 
gage to the point that the only choices a sponsor has to build the 
project, even the most basic project, is to either abandon it or come 
up with a significant amount of money from its own resources— 
and of course many, especially the smaller, nonprofit organizations, 
don't have those kinds of resources. 

To give you an example, in 74 percent of the market areas in 
region X, which is the Seattle region, the construction costs for a 
typical three-story structure that can be supported by the fair 
market rents in that region, are less than $30 per square foot, and 
that's an amount of money that is very difficult to build anything, 
even the most basic structures with. In region VI about 60 percent 
of the market areas are so affected and in other regions it's less. 

Nationally, the range of construction costs, if you just used the 
fair market rents, ranges from approximately $12 a square foot in 
Pocatella, ID, to $71 or $72 a square foot in New York City. So, you 
can see while it may be possible to build something for $71 in New 
York City, it certainly is not possible to build any kind of adequate 
housing for $12 a square foot in Pocatella, ID. 

Although these differences are dramatic, the real problem, I 
think, with using FMR's can be demonstrated by looking at more 
analog »us situations. For example, if a sponsor applied for two 
identi 50-unit projects, in Lawton, OK, and McAllister, OK— and 
rememb* r, Lawton and McAllister are only about 150 miles 
apart— HUD would allow $1,700,000 in Lawton but only $800,000 in 
McAllister. 

Other examples. Poughkeepsie, NY, the sponsor would get 
almost $& million for that same project. In Albany, only $1.(5 mil* 
lion. And they are very close together. Closer to your area, Mr. 
Chairman, is in Seattle where HUD would allow $1.7 million to 
build that project, but in Bellintfham only $1 million. I don't think 
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there is $700,000 difference in construction costs between Belling- 
ham and Seattle, or in some of the other areas either. 

Clearly, if HUD is going to utilize the section 8 fair market rents 
as limiting criteria in determining allowable mortgage nder the 
section 202 program, then projects in at least 25 to 30 percent of 
the market areas in the United States will not be feasible without 
significant contributions by the sponsor or other outside sources. 

But I think basic feasibility is only one part of it. I think it really 
gets to an issue of fairness. Is it right for HUD to allocate $2 mil- 
lion to build the same project in Jackson, MS, and only allocate $1 
million in Birmingham? You're clearly going to get different hous- 
ing in different parts of the country and I don't think that is some- 
thing that ought to happen. 

One other problem 1*11 talk about is the interest rate, and I know 
it's bcvn mentioned. But as you know, by law, the interest rate is 
established based upon the average borrowing rate of the Treasury 
for the previous year. It's been frozen at 9 l A percent for the last 3 
years even though it would have been higher if Congress hadn't 
frozen it. But I understand Congress is reluctant to continue to do 

Mr. Bonkkk. At present, now, through 1984. 
Mr. Con roy. Right, as I understand it. 

Mr. Bonkkk. And if the freeze is not renewed, then it goes back 
to the average Treasury rate? 

Mr. Con roy. Right. Which we estimate will be 10V4. Were not 
certain of that, but around 10 X A percent. If the interest rate is in- 
creased 1 percent, we have estimated it would add approximately 
$*,(>()() per living unit of total subsidy, including the 20-year section 
S contract. So, the value of that 1 percent to the sponsors is $8,600 
per living unit* which if you applied it to the number of units that 
are being advertised right now, would amount to about $120 mil- 
lion in budget authority over the life of those particular projects. 

Many of the problems I've outlined could be solved relatively 
easily with just minor technical modifications in program regula- 
tions. I think the solution to other problems would require major 
modifications. But these technical problems of the program could 
be handled, I think, fairly simply by HUD. I think 1 11 stop at that 
point. 

[The prepared statement of Mr. Conroy follows:] 
Pkkparku Statkmknt of Patrick W. Conroy, Conroy & McIver, Dallas, TX 

Mr Chairman, members of the committee, thank you for this opportunity to ad 
drt^ thr Committee on this issue that is so vital to senior citizens. My name is Pat 
Ciinruv I .mi a partner in Conroy & McIver, a consulting firm in Dallas, Texas, spe- 
cializing in the development of retirement housing and in assisting nonprofit spon- 
sors in developing housing under HUD's Section 202 program. 

As \ou know, adequate housing designed especially to serve the full range of 
need* «l the elderly is in short supply. This shortage has been exacerbated by infla- 
tion ttnd high interest rates which have made the development of unsubsidized 
hfiunrii! lor the elderly economically infeasible except for projects serving that small 
tH-nvntage of elderly households fortunate enough to be able to afford substantial 
monthlv rt-nts and fees HUD's Section 2i)2 program provides one of the only mecha- 
nisms for providing adequate housing to lower income senior citizens. 

I would like to direct my comments toward two specific areas: the effects of Sec- 
tion h Fair Market Rents on the feasibility of Section 202 projects and the impact of 
interest rates on the cost* of the Program. 
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The Sect inn x Fair Market Kent** have a profound effect on the feasibility of Sec- 
tion 202 project* The amount of mortgage that is provided to a sponsor under the 
Section 202 program is limited by three factors: (Da regulatory limit that is adjust- 
ed by high cost factors based on locations; (2) the actual certified cost of develop- 
ment, and i3i the amount of mortgage that can be supported by the net income from 
operations that is available for debt service. There are an increasing number of cir- 
cumstancs under which the mortgage is limited by this third criterion. Even though 
the ( oppress has mandated that Section 202 loans cover 100% of the development 
costs, in those situations where the HUD-estimated cost of building a project is 
greater than the amount of mortgage that can be supported by the income from Sec- 
tion X Fair Market Rents, the sponsor must either pay the difference out of its own 
funds or abandon the project. Only those sponsors with significant resources can 
afford to fund such shortfalls and these funds must be diverted from the charitable 
purposes of the nonprofit sponsor. This is clearly contrary to the directives of Con- 
gress 

Under certain circumstances HUD can increase the Section 8 Fair Market Rents 
by up to Joe? in order to improve the feasibility of b project. In our experience, how- 
ever, most field offices will not requ»»et incrpases above the 10% that can be ap- 
proved at the regional office level. In those situations where field office are willing 
to request increases, it can take up :o six additional munths to obtain approval. 

The problem with relying upe-. Section 8 Fair Market Rents to determine feasibil- 
ity, as one HUD staff person told mc, is that lair market rents are neither fair nor 
market The following information, which was taken from a Housing and Communi- 
ty Development Resource Center study of construction costs supportable by Fair 
Market Rents, illustrates the inadequacy and discriminatory nature of using Section 
* Fair Market Rents as limitations on Section 202 loans. 

In 7Kf of the market areas in Region 10 (Seattle), the construction costs for a 
typical three story structure that can be supported by Section 8 Fair Market Rents 
(including the 10c f regional office increase) are less than $30.00 per square foot. In 
Region fJ iPort Worth), almost W>% of the market areas are limited to construction 
costs of U>sh than $30.00 per square foot. In Regions 1 (Boston), 2 (New York), and 3 
i Philadelphia), only one market area is limited to $30.00 per square foot. Nationally, 
the range of construction costs limited by Section 8 Fair Market Rents is from 
$12 1 1 per square foot in Pocatello, Idaho, to $71.74 in New York City (and $94.65 in 
the coastal area of Alaska). 

Although these differences are dramatic, the real problem with using FMRs in 
limiting costs is better illustrated by looking at more analogous situations. For ex- 
ample, if a sponsor proposed two fifty unit Section 202 projects, one in Lawton, 
Oklahoma, and an identical one in McAlester, Oklahoma, HUD would allocate 
j|.7:l.~j.0fMi to build the one in Lowton and only $803,000 to build the project 
in McAlester I^awton and McAlester are only about 150 miles apart. Similarly, 
HID would allow $2,1)72,000 in Poughkeepsie, New York, and only $1,609,000 in 
Albany and $2.22.">,000 in Jackson, Mississippi, but only $1,400,000 in Birmingham. 
In Texas, tht* range would be from $2,116,000 in Victoria to $1,118,000 in Sherman. 

Clearly, if HUD is going to utilize Section 8 Fair Market Rents as a limiting crite- 
rion in determining allowable mortgages in the Section 202 program, then projects 
in 2.*» ti> :'.•> percent of the market areas in the United States will not be feasible 
without funds from either the sponsor or outside sources. In some market areas, 
III I) i an Milve this problem by allowing projects to be processed utilizing rents up 
t.i J<>'; above Fair Market Rents In other areas, the problem can only be solved by 
increasing the Fair Market Rents 

Basic feasibility is only one aspect of the problem. By utilizing FMRs as a limiting 
lai't«>r in determining the amount of the direct loan for a particular project, HUD is 
i-iIcm tm«l\ discriminating against sponsors and elderly and handicapped persons in 
those market areas with low FMRs The overall quality of the housing including 
amenities, safety and security measures, building materials, and even operating 
budgets. i> directly related to the level of the Fair Market Rents. Projects that are 
developed in areas with high FMRs relative to costs are effectively exempt from 
riuiiiv >>f HUDs cost containment measures because they can be processed with 
n-nl- rh.it are within the published Fair Market Rents. Conversely, projects devel- 
.'pet! in market areas with low FMRs are subject to extensive cost containment 
rewrw Inv iuse even the m<>st basic structure requires processing with rents in 
» xc»'^ uj 1 in'"; of the published Fair Market Rents 

x MfluT problem significant to the feasibility of Section 202 projects and one 
unpads greatly on the amount of Section H Budget Authority necessary to 
tmr, jnj projects is the interest rate applicable to Section 202 Borrowers. 
U\ lavs, the Section 202 interest rates are tied to the Treasury borrow- 
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init rate for comparable lung-term loans, In the early years of the "new" Section 202 
Program, interest rates were determined each October based on the Treasury com- 
parable for the previous 12 months. However, as interest rates began to skyrocket, 
Congress opted to freeze the borrowing rate for Section 202 Borrowers, and for the 
past three years, this rate has been rolled back to 9.25%. I understand, however, 
that the Congress is reluctant to continue to freeze this rate. 

I have included for the record an example which demonstrates not only how in- 
creased interest rates affect the amount of Section 202 loan authority needed to de- 
velop the Section 202 project, but more important, how the interest rate impacts the 
Section H contract authority needed to support the project for 20 years. We estimate 
that a total increase in Section 202 loan authority and Section 8 contract authority 
lassuming a 20 year contract) of approximately $8,600 per average living unit would 
be required in order to support a one percent increase in the interest rate. Approxi- 
mately $120,000,000 more in budget authority would be required to support the 
14.IMK) units available for funding this year if the interest rate was raised to the 
appropriate rate of 10.25%. . 

Many of the problems I have outlined could be solved relatively easily with minor 
technical modifications in the program regulations. The solution to other . roblems 
would require major modifications. If all of the problems were eliminated, the pro- 
gram would function more efficiently, costs would be lowered, housing for the elder- 
ly and handicapped would be built more expeditiously, and the quality of housing 
would be distributed more uniformly. 

COMPARISON OF THE EFFECTS OF INTEREST RATE CHANGES ON SECTION 202 DEVELOPMENT COSTS 

AND SECTION 8 CONTRACT AUTHORITY 
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13.184.156 


14.550.026 
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131.842 


145.500 


167.550 



•ln"C» M * W I* «*1 protect <1i one twocm u*t| j<H .'5 Ht«nc«ri! 

Mr. Ronkkr. Ms. Mclver, do you want to pick up where your 
partner left off.' 

STATEMENT OF DIANA MtiVER 
Mm. McIvkh. Thank you. 

As indicated. I am Diana Mclver. I'm a housing consultant, spe- 
cializing in the section 202 program, and I am here to discuss cost 
containment issues, including processing time, and also the cancel- 
lation policy since we view that in a sense, as a cost containment 
policy. 
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During the past 3 years, HUD has embarked upon a policy of 
cost containment in the section 202 program. I support contain- 
ment of costs in tr e 202 program, because I feel it's going to allow 
us to take limited L02 funds and stretch them to serve more elderly 
persons. 

Mr. Bonker. As it relates to housing, when we make reference to 
cost containment, that seems to be a fairly general term. Could you 
identify for me, very briefly, what you mean by cost containment? 

Ms. McIver. Cost containment is the reduction of costs in the 2o2 
program. Now, if you cancel a project and recapture those funds, in 
a sense that would be cost containment. However, we in the field, 
typically, are talking about cost containment when we refer to sev- 
eral HUD policies that were implemented during the past couple of 
years, including policies that establish maximum unit sizes, for ex- 
ample, 415 square feet for an efficiency unit and 540 square feet for 
a one-bedroom unit. 

Mr. Bonker. And eliminate swimming pools and jacuzzis. 

Ms. McIvf*- Eliminating swimming pools, jacuzzis, bowling 
alleys. And more specifically, the basic housing design concept, in- 
cluding limiting common community areas to 5 percent of the 
total. There are several sets of regulations that are in sffect called 
cost containment policies. 

Mr. Bonker. Some I assume you can go aiong with and some you 
can't go along with. 

Ms. McIver. That's right. 

Mr. Bonker. OK. 

Ms. McIver. And some of them we just want to make more flexi- 
ble. 

> Before we get into specifics of cost containment, one of the things 
Id like to talk about is HUD's cancellation policy. What's hap- 
pened most recently is that the cancellation policy that HUD 
talked about earlier this morning had a couple of things left out 
when it was issued in July 1983. One, HUD eliminated the section 
that addressed specific extension policies for HUD-caused delays. 
Moreover, HUD notices also provide that in taking into consider- 
ation which projects to recommend for extension, the area offices 
should consider staff time available to process the projects. So that 
brings us to the problem of processing time in the 202 program, 
and we have provided the committee with a study that's been done 
on processing time. Incidentally, we didn't make up this data; we 
didn't write sponsors and solicit this data. This data comes from 
HUD MIDLIS reports and it tracks all projects in processing. 

Mr. Bonker. Are you talking about nationally or just within 
your region? 

Ms. McIver. Nationally. 

And when you analyze this data, the data shows that the median 
processing time for all 50 HUD offices on section 202 applications is 
23 months. Now, when you cancel protects that take longer than 18 
months, it does not seem fair to then nave a medium HUD process- 
ing time of 23 months. 

Mr. Bonker. You're saying that the average processing time is 
23 months? 

Ms. McIver. That's right. 
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Mr. Bonker. And the administration has a policy that calls for 
the initial cancellation after 18 months and then it can be ex- 
tended? 

Ms. McIver. Right. 

Mr. Bonker. So even if it's extended 6 months it falls within a 
month of the average processing time. 

Ms. McIver. Right. And there are some offices that have never 
processed a project in less than 24 months time. One office has a 
median processing time of 32 months for processing 202 applica- 
tions. 

Mr. Bonker. Could you tell the committee if the processing timt 
has been shortened or lengthened under the Reagan administra- 

Ms. McIver. It's about the same. That's, I guess, the irony of this 
matter, that processing time doesn't have politics attached to it. 
The processing on 202's has been difficult ever since the program 
was decentralized, back in 1977. The area offices were given a new 
program, not a lot of instruction on how to do it, and processing 
immediately became bogged down. 

Mr. Bonker. Well then, if what you're saying is true and the av- 
erage processing is 23 months, it means that the administration is 
really forced to automatically extend. 

Ms. McIver. That's right. 

Mr. Bonker. Or be fairly ruthless in its cancellation. 
Ms. McIver. That's right. 

Mr. Bonker. Now, he just told us that they have canceled only 
900 units as a result of this cancellation. 
Ms. McIver. Right. 

Mr. Bonker. So that must mean there's almost an automatic ex- 
tension, even beyond the 24 months. 

Ms. McIver. It's not that automatic these days. More and more 
they're tightening up on the cancellation policy. 

We believe that projects should close in 12 months, because the 
top 13 offices in the country can close those projects in 12 months. 

Mr. Bonker. Well, not if you're laying off people left and right. 

Ms. McIver. Well, yes. You know, that could have an impact on 
processing also. 

Mr. Bonker. Laying off people left anyway. 

Ms. McIver. But the goal that we have and the way the program 
works best, is to try and close those projects in the first 12 months 
when they're still workable. So rather than to achieve a liberal ap- 
plication of cancellation and extension policies, what we want to 
accomplish is faster HUD processing. 

HUD is correct that there are some sponsor-caused delays. But 
we work personally in 25 of the 50 area offices, and we've had situ- 
ations where nearly identical projects with the same sponsor, the 
same architect, the same contractor, same consultant, and virtually 
the same design, have taken 12 months to process in one HUD 
office and 24 months in another office. So, there is a variance. 

Mr. Bonker. Ms. McIver. may I interrupt? We don't allow exten- 
sions on votes, and I have about 4 minutes to get over to the floor 
and cast my vote. 

Ms. McIver. OK. 
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Mr Bonker. The subcommittee will go into recess for ammwi 

m ?? ly J 0 T minu J^- We>11 P ick U P at about 11:25. PP Xl " 

Ms. McIver. OK. 

[Brief recess.] 

Mr. Bonker. The subcommittee will reconvene. We were in th« 

m. M C g iv^r 688641 for the purpofle of voting - You may P"**S 

Ms. McIver. The only point that I'd like to say, to wrap up on 
the cancellation issue, is that HUD needs to be flexible with tnei? 
cancellation policy. But more important, we would lSe to ^wSt 
HUD m developing a policy that's fair, and that expedites prSS£ 

AS 1 ! re u are i po, ? or ,^ ay ?-,T nere are also HUD^aused delays 
And each party should be held responsible for thi^dSays Weft 
do our part in working with the acfhoc coalition and thTsponwi 
and the constituency groups in reducing sponsor delays if we 

§elays COmmitment ^ m ™ D to do their W & ~r?ertmg HUD 
Mr. Bonker. OK. 

soc^wX^g timea ' there « «** " 

the 321 proiects funded in fiscal 1983 woufd add appnxima^\f$27 
million to the total cost of developing that housing y W 

SJl fSSS' ?7l y0U /f taUd ?» about a delft y of 1 month? 
Ms. McIver. A delay of 1 month. 

Mr. Bonker. And your figure is a national average? 

Ms. McIver. Based on the national allocation for fiscal 1983 thp 

projects that were approved this past September * 

were r 'delayed? ' ' y ° U ' re taUdBg about a number of that 
Ms. McIver. Right. 

And if we could reduce processing time from the median 23 

secTion 202 Ji^KS* 7* ""fl? effeS a ^VSSSk S 

section 104 loan authority on those projects, and an additional sav- 
ings in section 8 contract authority of$72 million. Ks a vm 
serious cost problem, the processing time delay is ^ 

orocessSTin 6 ^ inTt°, n ± r Why ! he ad ™ n *tration didn't include 
Processing in its cost containment program. 

Ms. McIver. I would like to recommend that they do. That would 
be my favorite cost containment policy. 

There also are some other things that we've identified that I 
don t want to go into in great detail that would also save c ~ts One 
is reverting, back to the pre-1977 application prowdure? whfch 
doesn t require s.tes on the part of sensors. Right now there is 
onk about one in six section 202 applications selected for funding 
and yet HUD has to go out and review all six sites 7nd review 55 

Sm?2 Ural d !;t w i ngs on a11 six ProJ^ta. I think we could effort 
some savings that way. eut*,i 

Also, HUD has a requirement that you form a borrower coroora- 
lon in order to own a 202 and that is a good requirement B^t tf 
that requ»rement were imposed at the time a 3^rvatio„ is 
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approved, then we would not have these thousands of borrower cor- 
porations being formed each year unnecessarily, and that would be 
a savings, especially to the IRS which has to process each of the 
r>()l»cKM) tax exemption requests for these corporations. 

Also, we would like to see some type of fast track processing 
whereby if a sponsor agrees to some kind of minimum dollar 
amount for their overall cost, then they would be exempt from cost 
processing. . . 

Another idea that may not save money, but would certainly give 
sponsors more flexibility would be to eliminate HUD's size limits 
on efficiencies, one bedroom, and common areas, and give sponsors 
a maximum square footage within which they can design and let 
them do with that what they may. In this way, you wouldn t in- 
crease costs in the program because your total square footage is 
going to be the same, but you would allow sponsors to either have 
smaller units, more common spree and serve the frail elderly, or to 
have larger units, less common space, and serve the well elderly. 

Also, it would give sponsors the flexibility of not having to build 
efficiency units. So instead of building 25 percent of the units as 
415 square feet efficiencies and 75 percent of the units as 540 
square feet one bedrooms, a sponsor could have a project of all one 
bedrot ms at, lor instance, 500 square feet each. This type of policy 
would give more flexibility to the sponsors because, after all, 
they're the ones who have the 40-year obligation for repayment of 

the loan. , , , 

Additionally, there are several places in the underwriting proce- 
dure where, if HUD would pursue a much more aggressive under- 
writing posture, we could accomplish cost savings. Those would be 
in the areas of project contingency, construction interest, and 
what a called a net income reserve. But these kind of changes could 
be made exclusively through changes in underwriting procedures. 

As you have probably noticed, we're not here to complain or 
share war stories or to request more funds. What we are here for is 
to provide some positive suggestions for improvements in the pro- 
gram, changes which we think will benefit the elderly and, at the 
same time, contain costs in the 202 program. These aren t our own 
personal ideas. They're the result of meetings with congressional 
staff, sponsors, architects, contractors, and they are a' x> the result 
of some discussions with HUD staff. 

In fact, the fast track processing idea that we were discussing 
emerged from a concept initially advanced by Undersecretary 
Abrams at a meeting convened by the Federal Council on Aging. 

We've advanced several suggestions today on topics ranging from 
lair market rents to processing times. Jim Womack is going to go 
into some more suggestions on management. But to begin a dialog 
on these proposed changes for the section 202 program, most of 
which can be accomplished through administrative action or by 
regulation, we would like to request your assistance in establishing 
a section 202 task force. We would like this task force to include 
representatives from the appropriate congressional committees, in- 
cluding the Select Committee on Aging, and the House Banking, 
Finance, and Urban Affairs Committee, along with representatives 
of HUD. the Ad Hoc Coalition on Housing for the Elderly, constitu- 
ent groups, sponsors, and section 202 professionals. 
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The charge of thin task force would be to develop and implement 
changes in the section 202 program which result in greater pro- 
gram efficiency, cost savings, reduced regulations, and design flexi- 
bility, while at the same time giving full consideration to the devel- 
opment of quality living environments for our Nation's elderly. 

The section 202 program is not a partisan program. Both Repub- 
licans and Democrats alike have strongly supported this program 
since its inception in 1959, and have repeatedly renewed its author- 
ization and appropriated its funding. 

As a constituent group for this program, we are prepared to 
work with the Congress and HUD as a team to provide for greater 
efficiency in the 202 program to help our limited funds produce 
more housing while at the same time not jeopardizing the Quality 
of this housing. Your support and assistance in the establishment 
of a section 202 task force would give us the vehicle to make these 
improvements. 

Thank you. 

[The prepared statement of Ms. Mclver follows:] 

I'KKI'AUklJ SlATKMKNT OF DlANA MclVER. CONROY & MclVER, DALLAS, TX 

Mr Chairman, members of the committee, I appreciate the opportunity to appear 
here today to discus* the Section 202 program. My name is Diana Mclver, and I am 
a partner in ( onroy & Mclver, a consulting firm which has provided consulting 
services on more than forty Section 202 developments across the country. 

I have been involved with the Section 202 Program for nine years, initially as a 
staff member of the Senate Special Committee on Aging and most recently as a con- 
sultant in the program This range ol experience has allowed me to view the pro- 
gram from the various perspectives of the Congress. HUD. the sponsor, and the de- 
velopment team While I tuke great pride in what has been accomplished since the 
revitalization of this program in U*74. as I know you do. I believe the Section 202 
program can become a more cost-effective, more efficient and more flexible provider 
of housing for the elderly. 

During the past three years. HUD has embarked upon a policy of cost contain- 
ment in the Section 202 program. I support containment of costs in the Section 202 
program becau.se I believe it will allow us to expand the limited funds to meet the 
tremendous demand of this specialized housing tor the elderly. It is possible, howev- 
er, to cut costs in the program without jeopardizing the quality of building construc- 
tion, reducing the management efficiency of the building, or eliminating common 
spares for social get-togethers. 

Many of the cost containment measures implemented by HUD have been well 
thought out and have had little negative effect on the program. Unfortunately, 
others have been conceived in a vacuum and have had a significant detrimental 
e| feet on the program. 

One example of a policy that is ill-conceived is HUD's cancellation policy. This 
policy calls for cancellation of any Section 202 project that has not started construc- 
tion within eighteen months after the funds are awarded. Under certain circum- 
stances, a six month extension can be granted. In theory, this policy seems reasona- 
ble and justified. In fact, I know of no one active in the Section 202 program who 
doesn't support the concept of starting construction as soon as possible after award 
«>! the fund* The problem with this policy is that in ma c t cases it is HUD that 
causes the delay rather than the sponsor or the development team. In a study of 
HUD processing time for Section 202 projects, the Housing and Community Develop- 
ment Resource (enter found that the national median time for processing Section 
L'i»2 projects from fund reservation to construction start is 2.1 months. This study 
analv/ed projects processed in all fifty HUD field offices. The projects analyzed 
included Jt'JM proWts for the elderly and 301 projects for non-elderly handicapped 
[HTsuns The study only looked at projects in which construction had actually start- 
ed hut final loan closing had not taken place. In this way. the study is skewed 
toward projects that have been processed most recently and tend to reflect the cur- 
rent situation 

HUD ha>. however, m the implementation of the most recent cancellation policy, 
intimated that all pressing delays are sponsor-caused delays. Although earlier 
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cancellation policies allowed extensions for HUD-admitted delays in processing, the 
most recent policy does not. However, the processing time study shows that the top 
thirteen HUD field offices process within twelve months while the bottom twenty 
field offices take from twenty-four to thirty-two months to process. Unless there is a 
significant difference between sponsors who apply in the top rated field offices and 
those who apply in the bottom rated field offices, the reasons for longer processing 
times clearlv stem from differences in HUD field offices. (Ooincidentally, the top 
field office and the bottom field office are both in Michigan. The Grand Rapids 
office processes in il.5 months and Detroit processes in a median time of 32 
months, i , 

Processing delays are not something new to the 202 program. They were not in- 
vented by the current Administration, and in fact became a significant Problem 
when the processing of 202 projects was "decentralized" in ,1377. However, HUD has 
the power to correct these problems and I hope that our discussions of this problem 
today will result in actions on HUDs part. As a member of the Ad Hoc Coalition on 
Housing for the Elderly and as a Section 202 consultant, I assure you I will take 
whatever steps necessary to ensure that sponsors, consultants and other develop- 
ment team members be held responsible for sponsor-caused delays provided we can 
get assurance from HUD that they will correct HUD-caused deWys. 

Translating shorter processing times into cost savings is difficult. However, as- 
suming W inflation, a delay of one month in starting construction for each of the 
A2\ projects funded in fiscal 8M would add approximately $2.7 million to the total 
costs of developing the housing. If HUD could reduce median processing time from 
'Jtf months to 10 months for the i98tf funded projects, $35 million in Section 202 loan 
authority could be saved. In addition, the budget authority necessary to fund the 
twenty year Section H contract required to support the increased costs would 
amount to more than $72 million. 

Shorter processing time is not the only area in which we could effect a savings. 
Other areas that we have identified as having potential for cutting costs in the pro- 
gram include: 

Changing the application and processing procedures to eliminate the necessity for- 
identifving u site at the application stage for projects for the elderly. Currently, ap- 
plications for projects for non-elderly handicapped need not contain information 
about site or design. Sponsor costs for land options and preliminary architectural 
design would be eliminated HUD administrative costs would be reduced by elimi- 
nating the necessity of architectural review and site visits at the application stage. 

Removing the requirement for formation of a borrower corporation and for apply- 
ing for tax exemption at the application stage. Sponsor costs for forming borrower 
corporations and applying for tax exemption would be eliminated. HUD and IRS ad- 
ministrative costs would be reduced by eliminating reviews. 

(Establishing :l "fast-track" processing system whereby sponsors who elected to 
keep their development casts at a specified minimum (i.e.. H59fr of the Section 202 
co*t limits or a similar agreed upon measure) would have reduced processing re- 
quirements, including the elimination of cost processing. ...... 

Changing HUDs maximum square footage limitation fron. an individual unit 
basi- to a project basis. Currently HUD limits the size of one bedroom units to o40 
MUJ.IM- feet and efficiency units to 41a square feet. Further. HUD requires that 2:><fr 
..f i he units in a project be efficiency units and limits community space to atf of the 
ti-tal project gross square footage HUD can accomplish the same result by establish- 
ing a limitation on total square footaue in a project and allowing the sponsor maxi- 
mum flexibility in determining how that square footage is allocated among unit 
tvpe* and community space This will give sponsors the option of serving the frail 
eldei-U \>\ designing smaller living units with more congregate service space or serv- 
ing the wi 11 elderly bv designing larger units with less community space. 

Additior- illy, we could reduce cost* in the 2u2 program (consequently reducing 
Section * authority through more aggressive underwriting on the part of HUD. 
Thii would include 

Kf'duving the project contingency amount from to \ r < of mortgage and estab- 
lishing regional office contingency 

Klmunahng the tw» extra months of construction interest charges that are built 
info the underwriting process 

Reducing '>r eliminating the requirement for a net income reserve in deter- 
mining the amount of funds available to support the mortgage 

TheM- and other points are described in more detail in a number of specific pro- 
[x>x.iU that haw been provided for the record. ! would be happy to answer any ques- 
tions, regarding these proposals at the conclusion of my remarks. 
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HUD FIELD OFFICE RANKING PROCESSING TIME FROM FUND RESERVATION TO INITIAL CLOSING 
SECTION 202 PROJECTS INITIALLY ENDORSED, NOT FINALLY ENDORSED AS OF OCTOBER 31. 
1983— Continued 
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HUD FIELD OFFICE RANKING PROCESSING TIME FROM FUND RESERVATION TO INITIAL CLOSING 
SECTION 202 PROJECTS INITIALLY ENDORSED, NOT FINALLY ENDORSED AS OF OCTOBER 31, 
1983— Continual 
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HUD FIELD OFFICE RANKING PROCESSING TIME FROM FUND RESERVATION TO INITIAL CLOSING 
SECTION 202 PROJECTS INITIALLY ENDORSED, NOT FINALLY ENDORSED AS OF OCTOBER 31, 
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1 Mean ttd medan lor fewer than 3 proftcts m any cattftty not show 

Hot* Rank *as drtermmad by analyst the number of months rtojund for processmf each project from fund rtservatan to mrliai etemf. 
Projects ««t (Mid nto ttdtrry and nomttrty handcapped (My those profocts that have mrtialy dosed but have not yd been (My dosed were 

included >n the jnaryvj 

Tht moan and meoian for each HUD laej office were determined for elderly projects, nonetdnfv hanolcapped projects, and eJ projects. The offices 
*tre ranked based «on the meoian for al projects, with the mean for al project *s a secondary deter m iner of rank order. 

The me*an for eJderty projects ranted from a tow of 11 months in the Grand Rapids office * a hejh of 32 months in Detroit. The tow mean 
for Hderty protects ranted from 11 « m tht Columbus office to 33.15 months n Detroit. The national mete and mean wen 20 and 20.13 
months respectively 

For norwJderiir hanefcaopad projects, me medkan ranee was from 12 months m Sacramento. Iftmneapofts, and Kansas Crty to 43 months in 
* Buffalo The mean rented from I? 33 months n Sacramento to 46.3 months in Buffalo. The national mam and mean were 30 and 26 99 months 
riipecmjffy 

The medan prottssjot time for aN protects ranted from a tow of 115 months m Grand Raprds to a htfh of 32 months m Detroit. The mean 
ian|ed from 1? months m Sacramento to 3315 months in Ottrort. 

Nationahy. 529 ettrty protects and 301 nontlderty hanolcapped projects were analyzed. Tht national meoian and mean for al projects wert 
23 07 months and 23 months respectively with Hderty projects **r*m 20 13 months to process (20 month meoian) and nonetieriy hanrJcappd 
projects averatmt 26 99 months with a 30-month meoian process*? Time. 

REDUCE PROCESSING TIME 

Background.— Median processing time for Section 202 projects ranges from 11.5 
months for those projects processed by the Grand Rapids HUD Office to 32 months 
for those processed in Detroit. The median processing time for all Section 202 
projects, nationwide, is 23 months. (Twenty months for elderly projects and 30 
months for non-elderly handicapped projects.) 

Implementation.—!. Establish firm time guidelines for sponsor and HUD. 

a. Require post fund reservation meeting between sponsor's development team 
and director for housing development, multifamily housing representative, design 
representative, cost processor, valuation processor, mortgage credit examiner, and 
housing management representative. Establish specific timetable for sponsor and 
HUD within the following general guidelines; 

Days- 
T*tet Mjumum 



Submit conditional application ... 30 60 

Issue conditional commitment 45 60 

SuDmit tirm application .... 75 120 

issue firm commitment .... 30 60 

initial loan closing 20 30 



h Assign monitoring responsibility to multifamily housing i\>p once schedule is 
agreed upon by sponsor and HUD. Notify each member of the development team 
and each HUD processor of schedule. 

2 Require written explanation for any HUD-caused delay. 

a. Establish formal responsibility for any delays. If delays are caused by sponsor, 
time counts against project. If delays are caused by HUD, time is not counted 
against project. Director of Housing should be held responsible for all HUD delays. 

b Rate each office by how well schedules are met and by length of processing 
time from fund reservation to initial closing. 
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3. Provide training and guideline* for HUD technical processors to eliminate un- 
necessary delays due to "nit-picking" 

a. Review all requests for additional information to ensure that information is 
really necessary for processing. 

b. Establish Central or Regional Office "trouble-shooters for technical processors 
to call, to answer questions, and to assist in determining if information is really nec- 
essary. 

Benefit*.— For the average project, each month of delay increases total cost by 
$15,000 (assuming 6% inflation rate). For all HUD projects, each month of delay 
costs approximately $2,900,000. If median processing time can be reduced from the 
current 23 months to 12 months, total savings per year would be almost $35,000,000 
in Section 202 loan funds. Annual savings in Section 8 contract authority would be 
approximately $3,627,000 or $72,540,000 over the twenty year contract period. Addi- 
tional savings could also be achieved by the sponsor and the development team as 
well as in HUD administrative costs. 

IMPACT OF DELAYED PROCESSING ON COSTS IN HUD'S SECTION 202 PROGRAM 

[Stctcn m Procsssms ScMuk) 

m Type* 



Fund reservation issued Sept. 30. 1983 Sept. 30. 1983. 

Condition^ commitment iprted lor Nov. 30. 1983 Nov. 30. 1983. 

CortfttfiK commitment issued Jan. 30. 1984 June 30. 1984. 

Firm commitment applied for Apr. 30. 1984 Oct 30. 1984. 

Firm commitment issued Juw 30. 1984 July 30, 1985. 

imtiH ctatftt J* 30, 1984 Auf. 30. 1985. 

Construction start My 31. 1984 Auf. 31. 1985. 

Total eftpsed time 10 wft* 23 months. 

EFFECTS OF INFLATION ON COSTS OF 1983 SECTION 202 PROJECTS PROCESSED OUTSIDE OF IDEAL 

SCHEDULE 



kma flftatoi rite 



0ri£ t nai fund reservation 

Actual cost (13 month (Way). 

Additional cost to HUD for typcat project 
processed in typical time . 

Additional cost to HUD at typical process- 
ing hme of 23 months 

Cost per month for typical protect not 
processing within ideal schedule . 

Cost per month for all projects 1 not 
processing within ideal schedule 



S3.100.000 
3.100.000 


$3,100,000 
3.200.750 


$3,100,000 
3.301.500 


$3,100,000 
3.402.250 


$3,100,000 
3.503.000 


0 


100.750 


201.500 


302.250 


403.000 


0 


17.420.000 


34.840.000 


52,260,000 


69.680.000 


0 


7.750 


15.500 


23.250 


31.000 


0 


1.451.667 


2.903.333 


4.355.000 


5.806.667 



| tart on toM IKJ yt* 1914 fund rtufvitats <* $536,000,000 

REVISE APPUCATION PROCESS TO ELIMINATE REQUIREMENT FOR SITE CONTROL, BORROWER 

CORPORATION, AND IRS APPUCATION 

Backxnmrul —The Section 202 application procedures reauire that every sponsor, 
at the time of initial application, submit a proposed site (which must be under con- 
trol), show preliminary plans, established a separate borrower corporation, and 
show proof that tax exemption under 501(cX3) has been applied for. All of these re- 
quirements unnecessarily produce extra work and extra cost for the sponsor, HUD, 
the IRS, and development team members. All of these requirements can be satisifed 
after the initial fund reservation is made. 

Implementation — Change the application and processing procedures in accord- 
ance with the following: 

DATE AND ACTION 

February 15— Invitations issued by Area Offices. 

March 1-15— Area Offices hold workshops and distribute developer's packets. 
April HO— Applications due into Area Offices Sponsor submits experience and 
qualifications, financial capability, local support. 

erIc 47 



44 



May I -June lf>— Processing and ranking by Area and Regional Offices. 

June 15— Submit rankings to central office. 

July 25— Congressional notification. 

July 31— Sponsors notified of fund reservations. 

September 15— Modified conditional commitment submitted: Site information, 
borrower corporation, preliminary plans, contractor info. 
October 31— Modified conditional commitment issued. 

November 30— Supplemental info submitted by sponsor: Management info, 
survey, soil tests. 

January 31— Firm commitment submitted: Final plans, survey, cost breakdown. 

March 31— Firm commitment issued.. 

April 30— Initial closing and construction start. 

Benefits.— By modifying the application and processing schedule, construction 
could start three to four months earlier. In this way, construction could begin in 
late spring rather than in the fall and construction time would be reduced. This 
would translate into savings in both costs and interest. In addition, up to eighty per- 
cent of all site reviews and preliminary architectural reviews would be eliminated 
because only those projects that are actually funded would submit site and design 
information. Furthermore, sponsors would save money by not having to option land 
and form borrower corporations prior to receiving a fund reservation. About 1,000 
applications for 501(cXo) tax exemption would be eliminated. This could save the 
IRS as much as $500,000 a year. 

Under current procedures, it costs approximately $9,000 in staff time, option fees, 
and expenses for the sponsor and the development team to submit an application 
under the Section 202 program. In addition, it is estimated that HUD spends ap- 
proximately $7,500 to review each application. At least 75% of these costs are di- 
rectly related to the site, the borrower corporation, and the preliminary plans. At 
least $17,000,000 could be saved annually by HUD, the IRS, and the public by revis- 
ing the current procedures. 

ESTABLISH A "FAST TRACK " PROCESSING SYSTEM WHEREBY SPONSORS WHO ELECT TO KEEP 
THEIR DEVELOPMENT COSTS TO SPECIFIED M1N1MUMS WILL HAVE REDUCED PROCESSING 
REQUIREMENTS 

Background.— During a meeting convened by the Federal Council on Aging, HUD 
presented the idea of a "fixed-sum" mortgage whereby the sponsor could nave maxi- 
mum flexibility in design issues as Ion? as the project included a minimum number 
of units for that mortgage amount. HuD's intent was to prevent the continual re- 
processing and requests for additional Section 202 loan authority and Section 8 con- 
tract authority that are characteristic of the 202 program. Such a fixed amount 
could be tied to one of two existing HUD limits in the 202 program: the regulatory 
costs limits (or a percentage of such costs) or a debt service mortgage figured at a 
fixed percentage of the rents and a specific operating expense ratio. 

Implementation.— (I) At fund reservation stage, HUD would determine a level of 
mortgage and rents which, if adhered to by the sponsor, would allow "fast*track" 
processing. (2) For sponsors electing to utilize "fast-track" processing, cost process- 
ing would be eliminated since they are not exceeding HUDs prototype costs. Addi- 
tionally, architectural processing could be minimized with only assurances that the 
minimum property standards and local codes were being adhered to. 

Benefits.— It is estimated that this "fast-track" processing could eliminate another 
four months from HUD processing time. In terms of cost savings estimated to be 
$10,000 per month per project, this would result in an additional savings of $60,000 
for each project where the sponsor elected to go this route. This savings would be 
over and above the savings outlined in the proposal regarding improved processing 
time Additionally, there would be a substantial savings to HUD in terms of staff 
time spent on processing Section 202 projects. 

PKOVIDK FOR MAXIMUM GROSS SQUARE FOOTAGE LIMITATION BASED ON TOTAL UNITS 
FATHER THAN LIMITATION BY UNIT TYPE 

Background. -- Under cost containment, unit sizes are limited to 415 square feet 
for efficiency units and ">-10 square feet for one bedroom units. In addition, special 
spaces and accommodations are limited to five percent of gross project square foot- 
age For a typical x:i unit, three story project, these limitations create a project of 
about tin.OOO gross square feet. By changing the cost containment rules to allow 725 
Kross suuare feet per unit, many benefits in design and marketing flexibility can be 
realized without increasing total square footage or cost. 

Implementation.— Change cost containment regulations to specify that sponsor 
may choose either method in designing a project: (a) Maximum project gross square 
footage per unit (with adjustments made for building type) or (b) current method. 

Benefits - Use of either method should not change the total gross square footage 
or the total cost of a project. Similarly, the total rent necessary to support the mort- 
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gage Hhould not be any different Allowing the total grow square footage method 
will allow more flexibility in the design, however. In feet, the costs of construction 
under the current method are probably higher became four separate unit types 
must be designed (efficiency and one bedroom, handicapped and typical). In addi- 
tion, the architect is limited in flexibility of design by having to work within the 
constraints of the unit limitations. The long-term marketability of efficiency units 
could also become a problem in some areas where they are now being built. By al- 
lowing a choice of methods, sponsors could propose all smaller one bedroom units at 
no additional cost to the program if that were more appropriate to the particular 
market area. 

RUMINATE TWO EXTRA MONTHS OF CONSTRUCTION INTKRE8T 

Background — When determining the amount of construction interest to be in- 
cluded in the mortgage, two extra months beyond the scheduled construction com- 
pletion date are included in the calculation. This extra time is included so that in- 
terest during rent up can be paid out of the construction loan rather than out of 
operating expenses. With Section 8, this extra money is not needed because of the 
vacancy loss payment provisions. In effect, HUD is paying twice. Generally, the 
extra money received by the sponsor during this period is either spent or deposited 
in the reserve account. , 

Implementation — Change valuation processing to eliminate inclusion of the extra 
month* in calculating construction interest. 

lUwe fits. -Vox the typical project, the two extra months of construction interest 
amount to approximately $24,000. Nationwide, the cost is more than $4,000,000. The 
annual Section 8 contract authority necessary to support this cost is approximately 
$417,000 or $H,:M0,fMM) over the twenty year life of the contract. 

<*man<;e project contingency fund to one percent and establish regional 

contingency fund 

Bat kfinmnd —The project contingency fund has been established at three percent 
of the mortgage. A portion of the fund can be utilized as an allowance to make the 
project operational i usually less than one percent). The remainder of the contingen- 
cy in available to pay for unforeseen expenses. At the completion of construction, 
any remaining contingency is placed in a project reserve fund. Currently, it is esti- 
mated that, on the average, about forty percent of project contingency funds are ac- 
tually utilized. t , 

Implementation.— *V Reduce the project contingency fund to one percent of the 
mortgage. »2) Allow use of the contingency fund for "moveable" items such as main- 
tenance equipment, lobby and office furniture, office equipment, etc. (3) Set aside 
loan funds for a regional contingency fund to be used in lieu of a project contingen- 
cy fund. The amount of the regional fund could be established at three tenths of one 
percent of the total regional office Section 202 allocation. This fund would be con- 
trolled by the regional administrator to provide for contigencies in individual 
projects Specific instructions for use of the fund would follow the current regula- 
tions on using the project contingency fund. At final closing, a mortgage increase 
note could be prepared to include an increase in the loan from the regional contin- 
gency fund 4i 

Benefit*. Currently, project contingency funds account for approximately 
* ':HHHHM)n per year in Section 202 loan funds. Annual Section 8 contract authority 
necessa'rv to support this amount is about $2,M8,OO0 or $47,;M0,000 over twenty 
vears Bv reducing the project contingency to one percent and establishing a region- 
al office* fund of three tenths of one percent of the total regional allocation, a sav- 
ing* ol approximately iltf.UOO.OOO per year could be realized with a concomitant sav- 
ing m annual Section * contract authority of $1.;*40,000 or $26,800,000 over twenty 
years 

ELIMINATE NET INCOME RESERVE 

Htukxnmntl A five percent net income reserve is included in the processing of 
all Section 202 projects. Some area offices take this reserve into account when esti- 
mating operating expenses and some offices do not. Because no distribution of sur- 
plus cash can be made in the Section 202 program, a net income reserve is not nec- 
e>sarv The vacancy loss reserve of three percent or five percent is sufficient to pro- 
vide anv operating reserve In those circumstances where the market dictates a 
higher reserve, the vacancy reserve can be increased. As long as the Section 8 pro- 
gram provides rental subsidy in Section 202 projects, three percent vacancy loss re- 
serve with no net income reserve should be sufficient. 

Implementation.—^ Eliminate net income reserve from processing. (2) Instruct 
valuation staff to determine appropriateness of three percent or five percent vacan- 
O j loss reserve depending upon market. 
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Benefits — Elimination of net income reserve will reduce the required income, and 
therefore the amount of Section 8 contract authority, necessary to support a given 
mortgage. For an average project of 83 unite with a mortgage of $3,100,000 and oper- 
ating expenses of $145,250, the annual net income reserve amounts to $15,480. For 
all Section 202 projects, nationwide, this amounts to approximately $2,600,000 in 
annual Section 8 authority or about $52,000,000 over the twenty year contract term. 

In addition to the Section 8 savings, total operating expenses for Section 202 
projects will also be reduced. There is no incentive to generate residual receipts or 
surplus cash in Section 202 projects because no cash can be distributed. As a result, 
all of the money available for operations is spent by most sponsors and managers of 
Section 202 projects. The net income reserve f$15,480 for the average project) is in- 
cluded in the annual financial audit and is included in the data base of operating 
expenses utilized by valuation and management staff in estimating operating ex- 
penses for new projects. This historical data causes the operating estimates for new 
projects to be skewed upward by as much as eighteen percent per year. Over a five 
year period, this factor alone (excluding the effects of inflation) would cause the 
total rent needed to support debt service and estimated operating expenses to in- 
crease by about thirty-four percent. For the average project, this would amount to 
an increase in annual Section 8 contract authority of approximately $160,000 and 
almost $27,000,000 nationwide. 

EFFECTS OF NET INCOME RESERVE ON OPERATING EXPENSES AND RENTS IN SECTION 202 PROJECTS 



Project year ptotttttd 


19;; 


1971 


1979 


1980 


1981 


1982 


Moftj?^ amc;,if 


S3.100.000 


S3.100.000 


$3,100,000 


$3,100,000 


$3,100,000 


$3,100,000 


Gross potential income 


468.9?4 


499.3886 


530.790 


563,165 


596.541 


630.951 


Occupancy 


97 


.97 


.97 


.97 


.97 


.97 


Effective gros* "tor\t 


454.856 


484,404 


514.866 


546.270 


578.645 


612,022 


Operating e*f> -» 


145.250 


174,798 


205,260 


236.664 _ 


269.039^ 


_ 302 ' 416 


Net incort 


309.606 


309.606 


309.606 


309.606 


309.606 


309,606 


Net income .actor 


95 


95 


95 


95 


.95 


.95 


Available tor debt service 


294.126 


294.126 


294.126 


294.126 


294.126 


294.126 


Amount ot net INC reserve 


15.480 


15.480 


15.480 


15.480 


15.480 


15.480 


Amount of vacancy reserve 


14.068 


14.982 


15.924 


16.895 


17.896 


18,929 


Total operating reserve 


29.548 


30.462 


31.404 


32,375 


33.377 


34.409 


Projected operating expense 


145.250 


174.798 


205,260 


236,664 


269.039 


302.416 


Total available for operations 


174,798 


205.260 


236.664 


269.039 


302.416 


336.825 


Total rent increase (percent) 




6.50 


13.19 


20.10 


27 21 


34.55 


Total operating expense increase (per- 














cent) 




20.34 


41.31 


62.94 


85.22 


108.20 



tore B«t*jx there o no **it*t io (twite rrtfwl receipts in projects wftere no cash can be taUtated. the total jvaMac* for operator* 
« uvjjrffy eipendti These eipenftturei ye then certified m the annual audrt and are entered into the iMdentrirjM process Protects that are 
wb*ju*miy gfyfrffcnttefi us*i hmorcaJ opetatirtf data from other sectcri 202 projects ire processed rth higher operating eipenses and, 
cwyquffltfy higher wis * or* to generate the same mortgage amount 

tht figures above show how i typical HU0 offce underwrites secton 702 projects over a 6 year period using fetor caJ operating data from 
v*m tecw ?0? protects to estimate operating expenses tor projects * process The compound nature of the process further mc/eases the 

potent^ e"0r 

The total percentage urease * rent and operate* eipenses caWated above does not take into account any adjustment for mlatttrt that may 
be added ou/mg the urtfcrwfitmg process Any such adjustment womd be m addition to the amounts feted 

Hone* nm a iarier and lareer gross potential mcome is needed to support the same amount of mort|age Thrs occurs even though no real 
«r»4» n wthfit umw lakes place over the petal This effect can be verified by measuring the average operate* expenses approved for 
>y ruvvear ■ I9'7> >w ail section >o? projects and adiustrtg for mftabon e> a particUar field office 

Mr. Bonkkr. Thank you, Ms. Mclver, and Mr, Conroy for what I 
think is very helpful testimony on section 202. We shall now move 
to our last witness or anchorperson, who is James Womack, direc- 
tor of housing at the National Council of Senior Citizens. Mr. 
Womack. as with ihe others, if you can find a way to shorten the 
statement, we would appreciate it. 

STATEMENT OF JAMES L WOMACK 

Mr. Womack. Thank you, Mr. Chairman. 

I've already provided the subcommittee with a written statement 
but I d like to highlight some of the points of that statement, if I 
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may, to save some time, and to draw your attention to six essential 
points which address the area of management the of 202/8 housing. 

These areas are listed on page 2 of the statement. The first, legis- 
lation which has not been implemented by the issuance of regula- 
tions or handbook procedures. The second is the poor implementa- 
tion of the regulations, where they do exist, by the Department. 
The third is the effect of the administration's own reductions on 
itself in the areas of organization and supportive services. 

Fourth, the effects of the "cost containment/' and I place that in 
quotes because, as I say, it's kind of a hazy description. But we do 
have the effects of management cost containment taking its toll. 
The lack of an adequate funding resource being fifth, for post con- 
struction problems. We often talk about the development of new 
construction and what are we doing about providing additional 
housing. But somehow in the track of the discussion of housing we 
often forget about how do we preserve the housing developed. 

Last, an issue that many sponsors, in dealing with HUD, have 
either dealt with under the table or are currently arguing with the 
Department about is in its interpretation of legislation, which 
you've made available— tenant population. 

Covering the first issue, the Congress recently passed legislation 
which provides for consideration to oe given for medical allowances 
an element of the cost of living which for the elderly and handi- 
capped has increased. Since the initiation of the Brooke amend* 
ments, the escalation of these deducations from income were re- 
flected by statute. The Department, in a source, challenged that po- 
sition, through proposed regulations, which considered income to 
include the value of food stamps and the like. The Congress again 
passed legislation stipulating what is to be considered and defined 
as income. 

Today we still do not have regulations to implement this most 
recent legislation. 

However, in the interim, the Department continues to escalate 
the burden of rent charge by 1 percent per Federal fiscal year, 
upon tenants, without consideration being given to what you've leg- 
islated and enacted. 

We feel this is a serious injustice to those people who have ap- 
pealed to you for assistance and additional consideration for their 
increased costs in living. 

HUD, by failing to issue the revised regulations while simulta- 
neously continuing to raise the level of rent charge, and right now 
we're at 28 percent and we'll soon be going to 29 percent, and ulti- 
mately to the 30-percent limit, is, in effect, denying the additional 
subsidy that is there for tenants, but that in a manner of speaking 
is saving the Department the additional outlay of funds. 

Another issue that is related to this is in the dealing of informa- 
tion through handbooks and procedures and policy statements. We 
continually are struggling with the Department on basic manage- 
ment issues, primarily because the Department's emphasis for so 
long has been on how do we develop housing, instead of also consid- 
ering the area of management Today we deal with handbooks that 
are dated as far back as 1972, when complete housing management 
systems have gone to computerized methods, and a gap of progress 
exists similar to the progress in the style, design, and type of hous- 
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ing evidenced in the last 10 years. We are without a comprehensive 
HUD 202/8 system of handbook guidance to deal with today's 
issues. 

We are dealing with such basic issues as I set out in my state* 
ment on page 4, an issue of whether we include resident manager 
units in a project. The whole issue of cost containment and develop- 
ment, in cutting down the size of dwellings and eliminating essen- 
tial units to save dollars impinges upon whether we are able to 
serve the constituency we are dealing with an adequate housing re- 
source that takes into consideration their total needs. 

An example is where we have projects being constructed, with an 
emergency call system. How are we to respond to that system if 
there is not a resident manager at night, or if HUD does not pro- 
vide and approve funding for a host or security system at night to 
respond? And these issues raise, for example, serious consideration 
about what is the owner's liability for a system that was installed 
but is not being serviced? What about that for the city officials, fire 
department, or ambulance service? What liability do they have to 
the taxpayer for servicing that system? And there are many, many 
case law examples that you can find in the public housing field 
where housing authorities are being held liable for such discrepan- 
cies attributable to development processing. 

These are the kinds of issues we're having to deal with in man- 
agement as a result of cost containment, the cutback in designs 
and the subsequent search for funding to rectify those design defi- 
ciencies. 

We feel that by not having a central point within the Depart- 
ment and a processing program that is in itself sensitive to the 
needs of the seniors and handicapped people who reside in federal- 
ly assisted housing, that we will continue to bear this burden of 
struggling to maintain our housing program. Be it through a cen- 
tralized 202/8 office or a task force, this Durden has to be addressed 
in some way. 

In the second area regulatory implementation, for us who are on 
the management level and at the project level, we have a system of 
annual rent adjustments. That system is terribly flawed. As an ex- 
ample, the last annual rent increase was published February 29 in 
the Federal Register. Its applicability was retroactive to November 
l!)H:i. 

I would offer to you an example of a project which has its fiscal 
year operating budget period beginning on October 1. By the time 
their budget is processed with these annual rent increase factors, 
half of the annual operating period for that project is already over. 
We are having to deal with operating facilities as large as 250 units 
and ''00 units, on an income that is based on a prior years' adjust- 
ment factor, until HUD s system catches up. 

It poses a tremendous cash burden on the owner groups who own 
these projects, and managing agents handling the project to keep 
the utilities going, to pay salaries, and to keep the program intact. 
Essentially, we're carrying what I call later in my statement, "a 
tremendous float" until the Department processes these annual 
rent increase factors. 

In addition to the annual rent increase factors, I also make men- 
tion about the initial startup of HAP funding to projects. In that 
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area too, owner corporations are having to take on a large float. 
This is because it takes, from the time of completing construction 
to the generation of the first HAP payments, un to as much as 3 or 
4 months before the project receives its Federal housing assistance 
funds to help it operate. 

Until that HAP payment system starts up, the owner corpora- 
tion is on its own to meet the utility costs, to meet whatever cost it 
takes to rent up the building. 

I'd like to cover an example with 1 office out of the 25 we work 
with to demonstrate this point. In this particular office we are 
working with a project that had its initial rent established during 
the development stages at $570 per unit per month. Three years 
later, we are still waiting for that HUD office, jointly with head- 
quarters, to process a revised revision to the initial computation of 
contract rent, to bring it to almost $100 more per unit. 

I listened to the HUD representatives this morning talking about 
their involvement on the central office level. Yes; the approval was 
given. But it takes staff time. In the meantime, the people at that 
project have gone through energy-cutting cost measures; we've 
turned out lights to try to save utility consumption: we are literally 
deciding on a day-to-day basis what can we pay. We are advancing 
money to the project in a hope that the Department can quickly 
complete the process that has now taken 3 years to rectify. 

Mr. Bonker. Mr. Womack, let me interrupt at this moment. You 
are citing a specific example of an application that is being proc- 
essed. The administration representative today made note of their 
cost-containment program. He made a case for their 18-month proc- 
essing period with an allowance for extensions when necessary. 

Now, we hear from Ms. Mclver that the average for processing 
an application is 23 months. She's indicated that the HUD officials 
are in part responsible for this lengthy processing period. You're 
snaring with us an example of an application that has taken 3 
years. Project costs, of course, are going up every month that it is 
not being properly handled and approved, or disapproved, by the 
administration. But how on Earth can you keep this project in the 
pipeline when there is a cutoff of 18 months? 

Mr. Womack. Because this project is not in development. It has 
completed its development and is in management, and were 
having to carry that cost ourselves until HUD finishes its process- 

m Mr. Bonker. If it's already constructed are you talking about 
rent subsidies? .... 

Mr. Womack. Yes; I'm talking specifically about rent subsidies, 
as well as increasing the mortgage, because in the initial process- 
ing of these projects HUD has stringently taken to task the cost- 
containment measures in cutting these operating costs. HUD then 
is having to come back and justify, for example, a field office direc- 
tor having to come back to Washington and Justify why they made 
a mistake in calculating the utilities for this building. 

Mr. Bonker. You're seeing delays in processing times that are 
adding to costs on the management side of projects? 

Mr. Womack. On the management side and development— a 
point that I did not make mention of earlier in my statement, but I 
will here now, is that while these projects are sitting, waiting to be 
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finally closed, the principal on the mortgage is not being reduced. 
That's money lost to the Treasury for the mere fact that projects 
are waiting for final closing, waiting for reviews to be conducted 
for cost certification or what have you. That is literally money lost 
that has been appropriated to reduce the debt, not to pay addition- 
al interest costs. 

Mr. Bonker. Does the administration have a timeframe for post* 
construction? 

Mr. Womack. I believe it's within a 1-year period to have final 
closing. 

Mr. Bonker. Mr. Wilden, does the administration have a time- 
frame for management operation processing? 

Mr. Wilden. The process in question is more of question for the 
Technical Support Division. This is Linda Cheatham who is the di- 
rector of that. 

Ms. Cheatham. HUD does, at the completion of construction, 
there generally is a 2-month period wherein they would submit the 
cost certification. It would be reviewed by HUD. Then the project 
goes to final closing. We expect them to commence amortization 
within 150 percent. It's supposed to be within 150 percent of the 
construction period. So if you had a project that had a 12-month 
construction time they should start repaying the loan 18 months 
after the initial closing. 

Mr. Bonker. Well, we understand that the construction period is 
running on an average of 23 months. 

Ms. Cheatham. No; that was processing time. She was saving the 
processing time ran for 23 months. That's until you get to the point 
where construction starts. 

Mr. Bonker. Begins, yes. 

Ms. Cheatham. OK? 

Mr. Bonker. Yes. 

Ms. Cheatham. And then once construction starts, they would 
have 150 percent of that time before they have to start repaying 
the loan. 

Mr. Womack. I think the subcommittee might get a clearer un- 
derstanding if they were to request from the Department, perhaps 
an analysis or to obtain an average processing time period, of how 
lon« that period really is. It is not unusual to find 202 projects 
which have not commenced their amortization for 3, 4, and I know 
of projects that have been 6 years. 

Mr. Bonker. OK, Mr. Womack. Maybe you could proceed and 
can wrap up. 

Mr. Womack. OK; on the issue of HUD administrative reduc- 
tions, we feel we have a very serious problem. I have cited some 
examples from our own project operations where our staff is 
having to complete HUD s own interaal paperwork, to complete re- 
views, just to get things done. We are feeling the toll of HUD staff 
reductions, of the travel restraints. We have projects that literally 
have never been visited by a HUD representative. 

We do not feel that this is adequate servicing of the loans by the 
Department, nor does it help us— we who are having more regula- 
tions and systems imposed upon us, to be able to adequately re- 
spond to HUD issues. 
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Mr Bonkkr. I just would add that the regional director of the 
San Francisco office should probably have restraints on his travel. 
Mr. Womack. That was my home office. 

I think a matter of a critical nature in the area of HUD reduc- 
tions, has been the whole issue of informational systems. One of 
the things we (eel that has been completely stripped and should 
not have been is the issue of information to the elderly on where 
they can go to seek housing. The latest issuance that's been made 
available by the Department is dated 1979. It is a listing of build- 
ings that were at that time completed, and ready for rent up. It 
was based on data that was collected prior to 1978. 

In the ensuing years we have had no updated information being 
distributed. Yet, even within my own operation it is not unusual 
for me to see at least 5 to 10 letters a dav, as I am sure it is with 
you from your constituency, asking, " Where can I go? Where is 
there housing? 0 And yet this information is something that should 
not be subjected to the whole issue of cost containment, as it was 
by the Department in 1981. 

We feel that the senior citizens and handicapped people of this 
Nation have a right to know where the housing exists. We recom- 
mend to this subcommittee that you instruct HUD to update and 

Rublish that publication and make it available to the seniors and 
undieapped people of this Nation. 

We talk frequently about cost containment and most of it is 
drawn upon development issues. You are familiar with last years 
efforts bv the Department to sell, through a special sale, mortgages 
in the 202 program. Literally 2 weeks ago, we began receiving let- 
ters asking project owners to amend their section 8 HAP contract 
to provide for the withholding of debt service payments from 
monthly HAP payments. I want to give to you a frame of reference 
to understand tins issue. 

The debt service payment represents up to as much as (JO percent 
of our projects operating costs. The HAP payment itself represents 
upward of 7.") to SO percent of a project s income. When we are able 
to turn that money over, through investments, and to string out 
our payments for operating costs; that is, lights, and all, we do so 
with v <> percent of our income coming from the Federal Govern- 
ment. 

You strip from us fill percent of that money by withholding the 
debt service portion of the HAP, and I will revise the word "with- 
holding/' and we will have a problem. The Department uses the 
word "withholding" in its letter. I will tell you that it's the "pre- 
payment" of the mortgage, because the H AP monthly payment is a 
forward funding vehicle. So in a sense the Department would be 
collecting its mortgage payment before it's really due. And I 
wonder and ask you, M Has there been anyone from the Department 
that has nmie before the Congress and said that this action is nec- 
essary because we have been delinquent or that we have defaulted 
on our mortgages, or that we have failed to make mortgage pay- 
ments in a timelv manner?" 

We do not feel this kind of action, to cut costs for the Depart- 
ment. \< jiMified. In the long run, this action could seriously jeop- 
ardize the ability of owners to maintain a stable financial oper- 
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at ion from month to month by the loss of such a tremendous part 
of the projects cashflow. 

Further, I submit that if this action passes with this committee's 
observance, the Department will continue to look for ways to with- 
hold additional funds, ach as our reserves for replacement. The 
thoi ht process behind that would be, "You haven't replaced any 
equipment yet so why should we fund this money and have you 



To the point that it becomes, "Well, the only legitimate bills you 
have that you can place before us are utility Dills, payroll, or what 
have you, and you can go ahead and pay those and we'll come back 
a month later and reimburse you for it." This then negates the 
entire forward funding system concept of the section 8 program. 

You will be asking us *,o carry a much larger float or cashflow 
burden to make our ends meet, in the face of what the Department 
is already doing on the management side, in cutting rent increases, 
reducing annual adjustment factor increases, cutting line items in 
our annual budgets. We cannot do both and survive. 

We ask this subcommittee to instruct the Department to cease 
this activity of trying to force project owners to make these types 
of funding tradeoff cuts. Cuts which I might add are being done 
through letters and not through the Federal Register or a public 
policy statement. Letters which are directed to owners, ana in a 
format that is interesting. Letters that would ask us to amend our 
HAP contracts, and which could potentially result in the withhold- 
ing of any kind of payment from our monthly operating costs. 

You asked earlier, Mr. Chairman, whether the Department has 
set up any circumstances for an adversarial role. I would like to 
submit some samples of the letters that we are getting from the 
various offices because, indeed, that is what they have begun to set 
up. If we do not amend our contract, we might not receive consider* 
ation for future rent increases. 

If that doesn't set up an adversarial role, I don't know what 
other tactic the Department can use. 

Mr. Bonkeh. The record will remain open if you have additional 
documentation you would like to submit tor the record. 

[The information follows;] 



Re Section oversight hearing management issues. 
Hon Don Bonkkr. 

Chairman. Subcommittee on Housing and Consumer Interests, U.S. House of Repre- 
scntntnes. House Office Building Annex I. Washington. DC. 
Dmk Congressman Bonkkr: I would like to thank the Subcommittee on Housing 
,.nd Consumer Interests for permitting the Hearing Record to remain open for re- 
ceiving additional documents in support of statemeu^ made regarding actions of the 
l r S Department of Housing and Urban Development (HUD). Tht.se HUD actions 
pertain to the withholding of Section H Housing Assistance Payments (HAP) for pur- 
\ »*-s of "prepaying" the project's monthly mortgage debt service payment; and, fail- 
ing to issue program regulations which would enable project owners the ability to 
implement revised statutory income definitions in determining an elderly house- 
hold's rental charge. 

I have enclosed two »2» sample issuances, marked Exhibits "A" and "B" which ad- 
dre^s the withholding of HAP funds Exhibit A. issued by the Houston Multifamily 
Service Office. Region VI. seeks to explain that a new procedure is to be established 
to HfWt the collection of project mortgage debt service payments. This office of 



earn interest 
funds." 




further? We'll just withhold these 



National Council op Senior Citizens, 

Washington DC. April 19. 19HI 



5u 



53 

HUD implies by Exhibit "A" that there does not now exist a uniform system of col- 
lecting such payment*. In reality, a system does exist whereby the project owner, 
like millions of individuals and corporations, writes a check monthly for the mort- 
gage payment. , 

Exhibit "A" in closing, requests that the project owner simply acknowledge con- 
currence of this proposed action by signature. I would suggest that much more 
should be and is required, for the project owner would be: 

t. Amending the Section 8 HAP Contract to the detriment of the projects finan- 
cial stability; and t m . 

2. Illegally amending the Section 202/8 tenant s Lease Agreement, for it is this 
document which describes the basis upon what HUD may do with the funds as- 
cribed to the tenant (see Lease Agreement section enclosed). The partial withhold- 
ing, by HUD, of Section 8 HAP payments, in our opinion, would necessitate project 
owners executing new Lease Agreements to provide for the manipulation of the ten- 
ant's housing assistance. Such executions of leases would entail a complex and cum- 
bersome implementation process and would result in a significant cost to project 

0 ^TTie 8 second sample issuance, Exhibit "B", was issued by the Manchester Office, 
Region I. This Exhibit goes far beyond Exhibit "A" in many respects. Exhibit "B' 
actually states that a revised system is already in place. The opening statement of 
the second paragraph further notifies us that "new" prqject owners will not have 
the option of accepting HUD's change. 

During the hearing you asked whether there have been any circumstances in 
which an 'adversarial condition 11 has been created by HUD with project owners. I 
offer for your consideration the third paragraph of Exhibit "B." Statements which 
subject the project owner to a blanket approach bordering upon blackmail, in our 
opinion, do not engender a spirit of cooperativeness among the parties. Further- 
more, the paragraph does not answer any questions, but instead only serves to raise 
questions such as: § 

1. Will future Contract Rent Increase Requests be denied, despite the legitimacy 
and justification of circumstances presented? 

2. Will HUD impose additional program and/or fiscal policy requirements that 
might not otherwise be imposed should the project owner not concur in the with- 
holding action? m . ...... 

A. Contrary to the Exhibit's opening rtatement, HUD frequently does withhold in- 
ter jst payments from requisitions made during construction periods. If the attach- 
ment is not approved, will HUD then require the project owner to wait until the 
completion of construction to make funds available for the cost of that construction? 

Exhibit "B'\ in doei >, states that benefits will accrue to the project owner, yet 
the entire Exhibit fails to cite such benefits. The only benefits seem to accrue to 
HUD at the expense of the project owner and ultimately tenants. I believe that the 
two Exhibits, and especially Exhibit "B", exemplify the picture I have presented to 
the Subcommittee of HUD's action in this matter. 

In addition to providing samples of HUD actions, the Subcommittee also request- 
ed that I further explain my statements regarding KUD's inaction to produce imple- 
menting iegulations. On December 29, 1982, HUD published in the Federal Register 
proposed rules redefining the term ''annual income." At the conclusion of the com- 
ment period, over a year ago, HUD had received the largest number of comments in 
opposition to the rule ever received by HUD. In cooperation with HUD officials, the 
House ill R 1) and Senate (S.B. iS»8) in July 19H3 revised and approved a detailed 
definition of ' annual income." The legislation was subsequently enacted into law on 

November :<». 19WJ. m ■ , ■ 

The final legislation made no radical departure from previous pieces of legislation 
as it pertained to the subject of income. The legislation, when enacted, simply re- 
vised percentages and dollar figures for various deductions; and, defined for HUD 
what was to be considered as income for determining rent. Substantially, it was the 
December proposed rule which the Congress re-wrote on behalf of its con- 

stituency A proposed rule which, in itself, attempted to revise a definition of 
•jinu.il income *hich the Secretary of HUD prescribed as authorized by the U.S. 
Housing Act of !M7, as amended Since the Housing and Community Development 
.V t of l-*T 1. the definition of "annual income" has reflected the same legislative and 
r»%'u!aiorv format as seen today. 

The *t t itutorv definition enacted last year is not new to HUD, nor to those to 
whom the statute applies, witness the record response received by HUD during the 
proposed rule comment period. Yet. HUD has not proceeded to issue a Final Rule to 
impli*rn»*n' and incorporate the revised statutory definition enacted in November 
The Final R* le. tp part, should incorporate important revisions such as. 
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1. adding u standard deduction given elderly households in the Section 8 Program 
of ten percent; 

2. increasing the elderly and handicapped deduction previously given from $300 to 
$-100 in public housing and establishing this deduction in lieu of a three percent 
medical-related deduction criteria for Section 8 households. 

Thousands of elderly and handicapped federally-assisted housing residents im- 
plored the Congress to enact legislation during 1983. The Congress enacted the legis- 
lation in response to the residents* urgent pleas for relief in the cost of housing. 
However, the lack of federal rules to enact your legislation is seen by many to be a 
deliberate and direct attempt by the Administration, i.e., HUD and OMB, to with- 
hold the additional housing assistance which would come about by a Final Rule pub- 
lication. We find the inaction by HUD to publish the Final Rule unconscionable and 
thwarting the will of the people already acknowledged by Congress. 

Should the Subcommittee membership or your staff have additional questions or 
desire further information on either of the above-stated issues, please feel free to 
contact this office at (202) 628-1440. 

Again, we wish to thank you for expressing you continued interest in this valua- 
ble housing program by conducting the Hearing on the Section 202/8 program. 
Sincerely, 

James L. Womack, 
Director of Housing. 

Mr. Bonker. Do you want to wrap up, Mr. Womack? Then we 
can get on with questions. 

Mr. Wom.\ck. OK. I would recommend in this statement to the 
subcommittee, that a supplemental loan managment fund be estab- 
lished to preserve and maintain our buildings. We're proud of 
them. We are proud of how we have occupied them and would like 
to see them maintained that way. We're not asking for a full- 
fledged modernization program but an ability for the Department 
and the owners to address development deficiencies and other 
needs that were not forseen when the program began. 

I thank you for your support and the time that you have given 
toward improvement in this program. We certainly are willing to 
work with you on whatever mechanism you may choose to further 
this program. Thank you. 

(The prepared statement of Mr. Womack follows:] 

Pkkparbd Statkment of James L. Womack, Director of Housing, National 

Council of Senior Citizens 

Mr. Chairman and members of the Subcommittee, I am James Womack, Director 
of the Housing Department of the National Council of Senior Citizens (NCSC). We 
appreciate the opportunity you have permitted, to allow us to present our views on 
management issues in the Section 202/8 Elderly Housing Program, administered 
through the U.S. Department of Hon ing and Urban Development (HUD). 

The National Council of Senior Citizens has itself sponsored eighteen (18) Section 
202/* senior citizen facilities. In addition to the sponsorship of these facilities, NCSC 
has organized both development and management affiliates which have now exten- 
sive experience in the Section 202/8 Program. Between NCSC, as a sponsor, and its 
two affiliates, we are involved with over 5,600 units of Section 202/8 housing nation- 
wide We are c urrently working with over 25 different HUD Area and Regional of- 
fices Therefore, we believe that we can offer to you a range of insight wnich will 
enable you to clearly focus on management issues from the applicant and tenant 
level to the Headquarters level of HUD. 

Today. I would like to focus upon six ifi) management areas which merit, in our 
opinion, further monitoring by the Congress, or additional legislative language to 
clarify the policy framework upon which HUD relies in its issuance of regulations 
and handbook guidance These areas are as follows: 

1 legislation which has not been implemented by the issuance of regulations 
and or handbook guidance; 

J Poor implementation, by HUD. of program regulations; 

•i Ktfects of the Administration's reductions on its own organizational function* 

inii. 
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4. The effects of "Coat Containment" in Management, which threaten the viability 

° f 5. h Uci^r?n adequate funding resource and mechanism by which post-construc- 
tion iseues are addressed; .... . . A . .l,,. 4 f 

6. The need for further legislative clarification on the rights and responsibility of 
Section 202/8 protect owners to establish additional tenant selection criteria beyond 
that imposed by HUD. 

LEGISLATION— REGULATIONS 

In the first area, the lack of implementing regulations where legislation has been 
enacted is a very serious problem. Low-income seniors and handicapped persons 
throughout the nation appealed to you for legislation which would not only stand- 
ardize the definition of income for rent among HUDs low-income housing programs, 
but would also take into consideration the additional cost of living felt and docu- 
mented in the area of medical costs. The Congress, in responding to its constituency, 
enacted such legislation. Although the legislation basically follows, in format, a rent 
determination system that began in the 1960s with the "Brooke Amendments, we, 
today, do not have the necessary regulations to implement your modifications of 
law 

Seniors and handicapped families are paying a greater share of their limited 
income towards shelter rent in federally assisted housing. A greater share of limited 
income based upon legislation which the Congress enacted and the Administration 
was quick to put in place, if only by stages of one percent (1%) per federal fiscal 
year. HUD, by failing to issue revise regulations, while simultaneously continuing to 
increase the rent-tcincome percentage is, in effect, withholding from our low- 
income senior and handicapped housing population the additional financial housing 
assistance which would come with the issuance of the regulations. In short, until 
your legislation is reflected, by HUD, in revised regulations, our low-income seniors 
and handicapped families residing in low-income housing will continue to suffer 
under a greater burden of rent charges without consideration for the real cost of 

living incurred by those families. , . . . . 

Today, we who develop and manage oenior citizen housing continue to struggle 
with program officials who are not sensitive to the issues inherent in the operation 
of a Section 202/8 program project. In large measure, the struggle pertains to the 
wide ranging perceptions of HUD officials, who, without benefit of a centralized 
policy statement and program guidance system, rely upon other program handbooks 
and the like to deal with issues unique to the senior and handicapped housing pro- 
gram Without having a central Elderly Housing Program office within HUD, a 
complete and up-to-date system of handbook guidance and regulation?, we will con- 
tinue to debate such issues as: . ij^^u.™ 
Whether garbage disposal units for handicapped units are considered to be an 
tern of extravagance and not eligible for inclusion in the development cost oi the 
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unit; 



Whether various non-moveable equipment and furniture items for use by senior 
residents may be purchased using mortgage proceeds; and ( 
Whether a resident manager unit may be included in the building s design and 

m Th?sT?atter example, the consideration of a resident manager unit, alone, has wide 
ranging implications and impact upon the operation of the building and its pro- 
gram Consider, for example, a building which has installed an emergency call 
system for use by residents without there being a resident manager unit, nor suffi- 
cient management funding approved by HUD to respond to that emergency call. 
Complex legal liability issues arise for not only the project owner, but the city 8 fire, 
police and health representatives who also sense a degree of liability to the taxpayer 
resident - a resident who expects that there will be someone there to respond to 
that emergency call. , 4 . 

By not having, within HUD. a central policy and program point sensitive to the 
needs of the senior citizen and handicapped person, local HUD officials and program 
operators will continue to debate such issues with a myriad of unsatisfactory solu- 
tions impacting upon those whom we serve. 

KWU'LATION IMPI.KMKNTATION 

In the second area I have identified, the implementation of regulations by HUD. 
we as program managers, continue to suffer under the disturbingly slow processing 
of the Section * Annual Contract Rent Adjustment Factors. The Department of 
HUD ha< been quick to move toward eliminating the automatic adjustment of Con- 
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tract Rents stipulated in the Mowing Assistance Payment <HAP) Contract. HUD, 
for example, in this years processing of the Annual Rent A<ljustment Factors, final- 
ly published factors on February 29, 1984 for a period beginning in November 1983. 
Meanwhile, Operating Budget approvals during this period were held in pending 
status for up to six months (one-half of the project's fiscal year). We, at the project 
level, are expected to continue to operate the building on a previous yea™ rent 
level. 

The Operating Budget process is a vital management function for the project's op- 
eration. It permits the project to meet its operational needs, as well as mortgage 
debt service in an organized manner. HUD must improve its processing of the ini- 
tial project MAP payments, which in manv instances take up to three (3) months to 
receive; and, process in a timely manner Annual Contract Rent Adjustment Factors 
which enable project owners to meet increasing project expenses. 

The issue of appropriately processing rent and determining levels also has its 
roots in the manner in which HUD processes project development material. Under 
HUD's new coet-containment policies, many Field Offices are developing unrealistic 
management cost levels. In recent cases, we are finding that some cost levels were 
established arbitrarily and capricously. These actions nave lead to project owners, 
after the building is completed, having to choose between trying to provide a sound 
level of maintenance and paying the utility bills. As an example, we are working 
with one HUD office to rectify a Contract Rent level established at $548 per unit 
per month <PUM> during development processing. Today, we are still awaiting the 
completion of MUD processing to re-establishing the original Contract R*nt basis at 
$fi()7 PUM; and for two additional increase requests, bringing the Contract Rent up 
to $043 PUM. The two additional requests were necessitated because three (3) years 
have now passed. Bear in mind, that the project is still operating at the original 
$f)4K PUM amount and having to choose between what can and cannot be paid for 
daily operations. We, as well as the sponsor, are advancing funds to the project 
simply to keep it afloat. 



In part, these problem issues stem from the third area I'd like to highlight— the 
reduction of HUD's administrative and organizational functions. The reduction in 
staffing and supportive service functions is having a dilatorous effect on the Field 
Offices ability to properly service the program. The reduction in HUDs organiza- 
tional structure can be seen in areas such as: 

Improper reviews are being issued because program staff have not received ade- 
quate* training; 

Project owners and management agents are simply completing HUD's own review 
forms to speed up the processing time or to fulfill HUD's internal monitoring goals; 

Many on-site reviews are now being completed through the mail, due to travel 
restrictions and reduced staff servicing a growing workload. 

Mr C hairman and members of the Subcommittee, I believe that herein lies an 
element of short-sightedness by MUD if HUD only intends to deal with the serious 
issues of today and not address the minor issues which, if not resolved now, will 
become tomorrow's serious issues. This condition need not be if adequate funding is 
made to appropriately staff program units, conduct training programs and respond 
properly to the program issues. 

As you know, the population segment of the United States of which we term 
senior citizens is rapidlv growing. Many more elderly households are finding that 
their income is not sufficient to enable them to afford shelter in today's economic 
market Yet. a seemingly insignificant resource has been stripped from this segment 
ut population That resource is information. 

When this Administration began its "Cost -Containment" Program, the decision 
wa< made to discontinue publishing a current register of senior citizen and handi- 
capped low income housing facilities The latest publication of such a register was 
printed m using information on properties open for occupancy prior to 11)78. 

In our opinion, the composite listing of federally assisted senior citizen and handi- 
t .ippcd hoiuing projerts may soon be lost to this growing population, because HUD 
tn.n tlnd it l<x> expensive to update this central pool of information. However, it is 
hv f . i r more costly to those senior households to whom we choose to deny this re- 
source r if housing information Many seniors and their children are searching for 
this hank of information to find decent, safe and affordable housing. HUD should 
update and continue to publish periodically the composite register of elderly and 
handicapped facilities The register of information should be made available to ev- 
er>one de-pite what other "cost 'Containment" issues are debated. 
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MANAGEMENT AND "COST-CONTAINMENT" 

In the fourth area, we see a continuing pattern of efforts by HUD to alter existing 
program contractural agreements without benefit of publication in the Code of Fed- 
eral Regulations or public discussion with Section 202/8 project owner.. Last year, 
as thisSubcommittee knows, such alternation .efforts took the form of conducting a 
"Special Sale" of Section 202/8 mortgages— a Sale which threatened the very intent 
andcore of non-profit owners working together with HUD to operatgthe »«htes. 
This year we have begun receiving letters asking that we amend our Section 8 HAP 
Contract* to provide for HUD to withhold a portion of our monthly HAP payment 
to cover the monthly debt service. . 

Has anyone from HUD appeared before this Subwmmittee or any other to sug- 
gest that the non-profit owners who operate the Section 202/8 P™J^ arejwnously 
and flagrantly delinquent in making our mortgage payments on the Direct boans.' 
Has HUD given to you any reason as to why they should withhold the mortgage 
payment before it is even due by the owners? 

If HUD is permitted to withhold its debt service payment from our monthly HAP 
Davments. non-profit project owners will be called upon to cany a greater amount 
of the bui dK operating cash needs, which Til call "float" This "float-to current- 
ly offset by the forward funding nature of the monthly HAP payment system. In 
addition, when these funds are advanced, we as managers prudently invest the . pay- 
ments using the earned interest to cover or defray our short-term noat conditions. 
If you permit HUD to reduce our monthly payments by nearly 60 percent to cover 
the pre-payment of debt service, we the non-profit owner will face difficult financial 
conditions from month to month. . , 

Moreover, should this withholding system occur, it is with a certainty that other 
operating expenses and reserves will also be subject at HUD's discretion to with- 
hEg action. Ultimately, the non-profit owners ; of Section , 202/8 projects could 
thin be asked to carry alf expenses (i00 percent of the "float") lasting for a month 
period or more before reimbursement is made through the HAP system. 

We understand this Administration's predicament in seeking ways tc ( reduce the 
Federal debt through such areas as eliminating or transferring float amounts. 
Nevertheless, must we sacrifice the very financial contingency which non-profits 
utilize to operate despite HUD's lengthy processing times for interim rent in- 
creases? Must HUD. with your blessing, take the Project s interest income which in 
part, offsets the stringent cost-cutting activity being taken by HUD on project Oper- 
ating Budgets? We suggest that, until HUD is able to rectify the deficiencies which I 
have already elaborated upon, deficiencies which can be demonstrated as causing a 
higher level of debt than is necessary, they be directed not to install any type of 
withholding system on the monthly HAP payments. 

LU1LDING CORRECTIONS 

In the fifth area. I would like to bring to your attention a problem which will 
become of increasing concern in coming years, that is, the ability of HUD ana 
project owners to correct building defects. Many buildings constructed in the early 
period of the Section 202/8 program contain defects of a design and /or construction 
nTture which can be directly traced back to HUD mandates or processing direction 
imposed during the project's development. In addition, as HUt> moves to compli- 
ance requirements pertaining to only local and state codes which are constently 
being revised, we need to investigate the possibilities of establishing a Supplemen- 
tai Loan Fund." This fund could be used to address building defects, which cannot 
and should not be addressed by utilizing other project reserves. , 

Non profit owners are very proud of their projects and the program you ye helped 
in forming We want to preserve this important housing resource before it deterio- 
rates to a condition simulating that found in other federally assisted, housing pro- 
grams. We have found that if you invest the little it takes in a building to. correct 
flaw« and to preserve it. that building will multiply that investment through great- 
er functional returns. 

TENANT SELECTION PRACTICES 

The final area of management issues, is the area of marketing the project. As 
non profit sponsors and owners, we are especially sensitive to the issue of compli- 
ar ce with fivil Rights Acts. Fair Housing legislation, etc. However, we are also 
keenly aware that a senior citizen facility can quickly turn into a building which 
dim i not represent what we envisioned at the outset. Fill. the building with an entire 
population which is over eighty and you will experience in short time a rapid, if not 
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Mr. Ridge. Yes. Thank you, Mr. Chairman. 

I want to thank you for the opportunity to ask a few questions 
and apologize to the panel for being late. This is an area where I 
have the unique opportunity not only to sit on the full committee 
that authorizes and appropriates it, that being the Banking, Hous- 
ing, and Urban Affairs, but also to see and learn a little bit about 
the implementation of the 202 program as well, and I want to 
thank you. It's been very enlightening. 

Mr. Womack, you recited a horror story about a 3-year delay in 
getting a rent adjustment decision of some kind and there were 
several suggestions regarding the reason for these processing 
delays. Is it your conclusion that the primary source of these delays 
is the absence of a sufficient number of personnel to process? 

First of all, what did HUD tell you? I'm sure you've been calling, 
writing, and doing everything— you probably called your Congress- 
man and said, "Hey, what's going on?" What is HUD's response 
and then what's your opinion? 

Mr. Womack. HUD's response has been "it takes time to go 
through the echelon of field office, regional office, to the Assistant 
Secretary's office, and then back down again." 

Mr. Ridge. I'm glad to know they give you the same answers 
they give me. 

Mr. Womack. That has been the answer. My experience has 
been, both from within and outside the Department, staff training, 
the amount of staff being involved, as well as an understanding 
that from the perspective of the field level position, to come to cen- 
tral office with an error, is not the most prudent of things that one 
wants to do. There are certain repercussions that will happen from 
that, additional monitoring roles and things like that will be im- 
posed upon the field staff level. In short, fallout. 

So. one takes a tremendous amount of time to build enough justi- 
fication, to find ways of not saying, "We made a mistake; we blew 

• • • 

Mr. Ridge. Now I know the flip side of that. I know HUD, in 
many instances, is willing to meet with sponsors— at least it's been 
my experience— to try to help avoid some of the forseeable prob- 
lems with applications and, hopefully, to ensure that there won't 
be any delay because the application is not properly completed. 

Is it your experience and those of men and women with whom 
you associate that this opportunity to meet at the preapplication 
stage, to avoid those kind of problems, is available to you as well? 
And if it is available, do people take advantage of it? 

Mr. Womack. It's available to people who take advantage of it 
hut I cannot attach that much significance to the workshops. 
That's really what you're talking about. 

Mr. Ridgk. Yes. 

Mr. Womack. This is a workshop that's held before the applica- 
tion is submitted, and which basically tells you what the selection 
point svstem is. It dot.- not tell you that "We— HUD— will ascribe 
certain" theories of cost cutting to the project budget process,' and 
that "Unless the management cost can fall within the total scheme 
of that budget, the project can't be approved." 

Mr. Ridgk. OK. 
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Mr. Womack. And so the owner, sponsor, is forced to look at— 
well, how can cuts be made to make this thing work? And we, at 
the tail end, management, live with these horrors. 

Mr. Ridge. Mr. Conroy, I noted in your joint statement that you 
gave some recommendations, one of which was that interest rates 
should be capped at about 9 'A. I presume this is based on some cal- 
culations that beyond that the interest and the financing would be 
unavailable and there would be a limitation. Could you give me a 
little background as to how you arrived at that particular figure? 

Mr. Conroy. Well, the 9 l A is what the current interest rate is. 

Mr. Ridge. Right. 

Mr. Conrov. There's no magic about that. It could be reduced to 
eight. It could be whatever it needs to be. The problem is that the 
higher the interest rate, the more unfeasible the project becomes or 
the more important the fair market rents become to the project. 

In some areas it wouldn't matter what the interest rate was be- 
cause the fair market rents are high enough to support a higher 
mortgage. In other areas, the 9 l A percent interest rate won't work 
because the fair market rents are too low. 

So, whenever HUD puts this cap of fair market rents on project 
feasibility, then interest rates are going to have a profound effect 
on the feasibility of specific projects. 

We're simply saying that in our experience, the 9 l A percent rate 
is difficult enough to work with. To increase it to 10 Vi, we think, 
would, in effect, redline a lot more areas of the country from any 
chance of participating in the 202 program. 

And also we're looking at the cost to HUD of doing that. I 
haven't looked at the other side of it as to how that subsidy— if in 
fact a subsidy is necessary to reduce the interest rate from what* 
ever the Treasury borrowing rate is— I don't know how much that 
would cost. 

I do know what it would cost the program itself on a per unit 
basis, to raise it, just in terms of the amount of subsidy HUD must 
provide to repay the loan— the amount of section 8 subsidy. 

So, I thi. ;ome study would need to be done to see how much 
reducing it mom 10 !4 to 9 l A percent would cost. 

Mr. Ridge. Ms. Young, one final question. There is always some 
debate as to w tether or not there are enough regulations, whether 
or not they're promulgated in time. Mr. Womack suggested that 
many of the problems arise when there don't appear to be any reg- 
ulations available to cover a particular subject. I understand that 
HUD has a policy allowing nonprofit sponsors to require one man- 
datory meal per day and they get into those kinds of regulations. 

Are these guidelines helpful or obstructive? And do you think 
that this would also be a good area for that task force recommend- 
ed by Ms. Mclver to get into? 

Ms. Young. I was intrigued by Mr. Womack's concern over the 
lack of regulations. Having administered Federal housing programs 
for Hi years, I might take the opposite view, that regulations have 
been particularly difficult to administer, impossible to follow, and 
one of the things I always thought was wonderful about the section 
202 program was that it had fewer regulations than any other 
housing program I have seen. 
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So, Mr. Womack, you may be sorry when they put that book to- 
gether. 

I think that some regulations, of course, are necessary and 
there's a need to address those issues that have to do with the 
intent of Congress. What we have seen in years past, and it contin- 
ues to be, that the intent of Congress, somehow, becomes subverted 
in the language of the regulations, and I feel that that has always 
been a critical area, one that has provided for some of the adver- 
sarial conditions that do exist in some places between HUD repre- 
sentatives and those of us out in the field. 

I think that the lack of opportunity to talk at the beginning has 
been the problem in setting forth many regulations that managers 
then find themselves having to follow. I'm sure that AAHA would 
support a task force to study the 202 program, and its problems, 
and perhaps even be more involved than anyone has ever been 
before in putting together regulations. I know that HUD has 
brought people in from the field to work on regulations. They did 
that in the section 8 program. And those regulations actually were 
fairly good ones, 

I personally would like to see us move not toward more regula- 
tions, but return to a time when the Federal Government and the 
State and regional offices acknowledged the fact that people who 
administer these programs are capable of doing it, and that the 
least restrictive regulations often result in the best administration 
of the program and the best use of the funds available. 

Mr. Ridge. At a time when the Government gets called upon, it 
seems, to regulate absolutely everything, your statement is very re- 
freshing with regard to regulations, particularly in an area that 
you've had so much experience. Might I ask just one final ques- 

In the time that you've been working with 202 housing, and in 
some of the regulations, have you had a chance, or is it customary 
for HUD to come out, to talk to your association or to people such 
as yourself? Is it customary, routine, before HUD promulgates reg- 
ulations, do you have any input into that process at all? 

Ms. Young. There is no handbook that exists specifically for the 
202 program. Those that exist for the section 8 program or Public 
Housing Programs for management matters have always been put 
together in this way. HUD releases preliminary regulations and 
people are given an opportunity to respond to those. So, within 
that timeframe people do submit their views and their ideas. 

I must say that in the years that I've been involved in this pro- 
gram and in this process, I cannot really recall where regulations 
were changed substantially as a result of that interaction. 

Mr. Riix;b. You anticipated the next question. Given that oppor- 
tunity to comment, once you read them in the Register, have you 
ever detected a change based upon a criticism or comment? 

Ms. Yoi no. Not initially. There have been some changes that 
came about later on because of more or less a grassroots effort to 
overturn a regulation that really was impossible to carry out. And 
I can recall two instances, I believe, in the section 8 regulations 
where that did happen. , 

Mr. Ridgk. Thank you very much. Thank you, Mr. Chairman. 
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Mr. Bonkkr. Thank you, Mr. Ridge. I'd like to thank all of the 
witnesses for coming today. Mr. Womack, on page 2 of your state- 
ment, you made reference to the Brooke amendments and the fact 
that they weren t being fully implemented. If you could supply the 
committee with a little more specific information, we'll try to iet a 
response from HUD as to why these amendments are not being im- 
plemented as Congress intended. 

Mr. Womack. I will make that available. 

Mr. Bonkkr. I want to thank you all once again for attending 
this hearing. 6 

The subcommittee will stand adjourned. 
joumed reUP ° n ' 31 12:22 P ' m " April l1, 1984, the hearing " as ad " 
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U.S. Department or Housing and Urban Deveu>pment, 

OmcE of the Assistant Secretary, 

Washington, DC, July //, 1981 

Hon. Don Bonker, % ^ , 

Chairman, Subcommittee on Housing and Consumer Interest*, Select Committee on 
Aging, House of Representatives Washington, DC. 

Dear Mr. Bonker: This is in response to your letter of May 21, 1984, to Deputy 
Assistant Secretary Silvio DeBartolomeis, transmitting questions on the Section 202 
program from Congressman Hammerschmidt and yourself. 

Our responses are enclosed. Congressman Hammerschmidt's and your questions 
are grouped separately and the answers are in the same order as presented in your 
letter. 

We hope this information is helpful to the Subcommittee. Should you need any 
additional information, please do not hesitate to let us know. 

Sincerely. w t „ 

Maurice L. Barksdale, 

Assistant Secretary. 

Enclosures. 

Questions From Chairman Bonker 

Question. It is my understanding that the Department encourages the participa- 
tion of experienced nonprofit sponsors in the 202 program either as sole sponsors or 
in cooperation with local organizations without previous experience in housing de- 
velopment. Is that correct? 

Answer. Yes. 

Question. Many of these larger sponsors operate over a broad geographic area, 
even nationwide, have full-time professional staff, and are well financed. These 
sponsors typically select general contractors at various stages of the development 
process, including after HUD approval of a 202 application and after detailed plans 
and specifications have been prepared. Why, then, do vou contend that all contrac- 
tors selected through negotiation must be regarded as having participated in the de- 
velopment of project plans and specifications? 

Answer. While it is true that general contractors may be selected at various 
stages of the development process, our experience has shown that, in almost all 
cases, contractors have been selected before a conditional or firm commitment appli- 
cation is submitted by a Section 202 Borrower. These contractors not only partici- 
pate in the design phase, but assist the Borrower in developing its construction 
budget for submission with the conditional and firm commitment applications. Fur- 
ther, it has *^en the argument of Sponsors who oppose competitive bidding that the 
ability to negotiate with a contractor on a sole source basis is essential so that the 
contractor can be involved in the design phase and identify possible cost contain- 
ment measures. It was in response to this argument, among others, that the Con- 
gress directed that certain projects be exempt from competitive bidding. 

Question. The HUD mortgage insurance programs (including those used in con- 
nection with Section H subsidies) have welUdeveloped rules, based on equity and fair- 
ness, as to whe: a loan increase can be approved because of a necessary change 
order during construction Contractors rarely are selected through bidding proce- 
dures in the FHA programs. Do you agree, then, that contractors selected through 
negotiation in the 202 program should not be sutyect to rules that are more restric- 
tive than their counterparts in the FHA programs? , .„ 

Answer The Section 202 program and the FHA multifamily mortgage insurance 
programs are quite different with respect to their budgetary impact. The Section 
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202 program involve* the direct outlay of Federal funds to nonprofit Borrowers, 
both in terms of the Government's financing the cost of construction at below 
market interest rates and the required Section 8 rental assistance payments. For 
the most part, FHA multifamily mortgage insurance programs involve private, 
profit motivated developers and unless there is a default and assignment of the 
mortgage to HUD, there is no outlay of Federal funds. Further, throughout the his- 
tory of the FHA programs, the market for the units produced has been largely un- 
subsidized. Also, unlike in the Section 202 program where rents are based on the 
cost of construction, in the mortgage insurance programs, rents are based on a rea- 
sonableness test or comparability analysis which considers the rents with market is 
willing to pay for comparable, unassisted units. With respect to mortgage increases 
on insured versus Section 202 protects, we offer the following. The rules for mort- 
gage increases on unsubsidized, FHA insured multifamily projects differ from those 
applicable to subsidized, FHA insured multifamily project. For example, while 
change order* which involve betterments may be approved for unsubsidized projects 
and considered as a basis for a mortgage increase, they may not be so considered on 
an insured Section 8 project. Increases in contract rents for Section 8 projects are 
limited by the amount needed to support mortgage or loan increases generally 
caused by necessities, additional requirements imposed by local governments, un- 
foreseen increases in soft costs for reasons beyond the control of the mortgagor or 
contractor, or correction of substantial errors by HUD. 

Additionally, HUD. the Congress and the Federal courts have acknowledged that 
dilferent rules may be and should be applied to the same program depending upon 
mortgagor-type. For example, the Congress in its creation of Section 221(dX3) and 
22KdM4) of the National Housing Act has provided for 100 percent of replacement 
cost mortgages for nonprofit mortgagors, but only 90 percent mortgages for profit- 
motivated mortgagors under the same program. Further, the Congress had provided 
for higher mortgage limits for nonprofit mortgagors who develop multifamily hous- 
ing under Section 22HdX3) than for nonprofit mortgagors who develop the same 
housing under Section 221(dX4). The Federal courts have held, . . nonprofit, no 
asset corporations were 'creatures of HUD,'" and have required HUD to assume li- 
ability for debts of nonprofit corporations on that basis, while, at the same time, 
acknowledging that HUD is not liable under similar circumstances for debts of 
profit motivated entities. 

We have documented evidence that the competitive bidding requirement has 
saved money. On a project in our Boston Offices jurisdiction, the Borrower had ne- 
gotiated with a contractor for a contract in the amount of 7,2 million. The joi was 
later competitively bid. The same contractor bid $6.1 million and the contract was 
finally awarded at $f,.78f) million. 

The above examples illustrate differences between various programs administered 
by this Department, some differences which arise from Congressional and Federal 
court action and others which result from HUDs rules. In conclusion, we believe it 
is both reasonable and consistent with Congressional and Federal court actions to 
have different rules apply to different housing programs so long as we continue to 
fulfill our mission to provide decent, safe and sanitary housing. 

Question. Could you provide the Subcommittee with a description of the circum- 
stances under which the Department will approve a loan or cost increase to correct 
subsurface problems thai only become apparent after the start of construction, 
under the following programs: mortgage insurance, public housing; public housing 
turnkey, Section 202 with negotiation and Section 202 competitive bidding. 

Answer St ult\ family mortgage insurance and section J02.— Current instructions 
regarding mortgage or loan increases in the multifamily mortgage insurance pro- 
grams as well as Section 202 do not provide for mortgage or loan increases to cor- 
rect subsurface problems that only become apparent after the start of construction. 
Thr Departments position has been that the owner is responsible for conducting 
prudent mjiIs testing and providing the architect with the results which the archi- 
tect would consider in the project design. We recently reconsidered this position and 
iire currently developing new policy on this issue which will be applicable to the 
multifamily mortgage insurance programs as well as the Section 202 program re- 
smiles* of the method by which the construction contract is awarded. 

/'///»//< housing * Conventional*.— The project construction documents, including 
soils report.*, are expected to clearly indicate the conditions a contractor will en- 
counter and the type and extent of work necessary to complete a project. If, during 
1 1 instruct ion. sub-surface conditions differing from those defined in the documents 
.ire encountered, the extra costs resulting from work required to correct or adjust to 
th** conditions would be reimbursable to the contractor from project funds through a 
change order process 
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Public housing (Turnkey* - The developer is obligated under the ^n&ff Con- 
tract of Sale to furnish a Rite and complete a pro)** in compliance with HUD and 
local standards at a stipulated price. The soils tests, site engineering and project 
deeitfn are totally the responsibility of the developer. No adjustment in the contract 
price is allowed for modification to the design to correct or adjust for unanticipated 
subsurface problems encountered during construction. 

Question. When a contractor reviews plans and specifications prior to submitting 
a bid. don't you agrte that the contractor should look for any errors or omissions in 
the plans that could affect construction costa? .... 

It is not uncommon for a bidder on a construction project to scrutinize plans to 
find errors, bid low, and then make its profit from the change orders required to 
correct the plans. How do you propose to avoid this situation in the 202 program? 

Answer. Contractors preparing bids will look for any ambiguities in the bidding 
document* and request clarification before submitting bids. Not to do so would leave 
the contractor in the dangerous position of being the low bidder based on a misin- 

^^^twheve thu. our review plus the arms-length relationship between the owner 
and architect will result in a good set of contract documents. Our experience indi- 
cates that contractor involvement in the design phase has led to incomplete contract 
documents to provide for later change orders. ... . 

Question Hearing witnesses presented information showing that even the most 
frugal of Section 202 sponsors will be unable to construct housing unless FMRs and 
interest rates are appropriately a4justed. How does HUD plan to deal with this 

^A^nswer We do not agree that there is a nationwide problem with respect to the 
feasibility of Section 202 projects. In fact, reports of Section 202 projects being infea- 
sible due to FMRs are greatly exaggerated. So far this Fiscal Year, only two areas of 
the country (Fort Worth, Texas and the State of Georgia) have demonstrated that 
FMRs *ere too low based on market data and we have responded by increasing the 
FMRs in those areas. Our reviews of Section 202 prcijecta have shown that, until the 
Department b^gan to strictly enforce its cost containment policies and procedures, 
moat Section 202 projects were designed with budget* in mind that required the use 
of the Assistant Secretary for Housing's prerogative to exceed the published rMKs 
bv more than 110 percent. With our efforts to contain costs, we are finding that 
fewer projects need the Assistant Secretary's prerogative and yet, we are continuing 
to provide decent, safe and sanitary housing for elderly and handicapped families 
ana individuals. . mm9% _ , . 

Where it can be demonstrated that increases in the FMRs for a given market 
area is warranted, we will continue to publish such increases. Further, the Assistant 
Secretary will continue to exercise his prerogative where justified. 

Question. Wouldn't lowering interest rates be cheaper than making significant 
upward adjustments in the FMRs? t , 

Answer. The primary means of financing new Section 202 loans is Treasury bor 
rowing-for which HUD must pay interest at a rate determined by law. When the 
Department re-lends these funds to a sponsor of a housing project at a lower rate, it 
is losing money by doing so—and if it continues to do so for a long enough period, 
the Section 202 loan fund will eventually become insolvent. 

Obviously, the debt service required for any given loan amount will be higher it 
the interest rate charged is higher, and therefore, the rente needed to support a 
project will go up if the full cost of Treasury borrowing is p,.jsed on to the project. 
However since HUD subsidizes the rent under Section H, the amount that tenants 
pay will be unaffected by the rate of interest charged. In effect. HUD pays itself a 
higher subsidy-higher outlays u>der Section K and a true reimbursement of bor- 
rowing fonts to the Section 202 fund. . 

Bv la* Section w projects are controlled by Fair Market Rent limits and by re- 
quirement that the approved contract rents be comparable to unsubsidized rental 
housing in the community. Thus, it is possible that in some cases, the higher con- 
tract rents that would result from charging the full cost of Section 202 loans will 
push projects up against the Section * rent limits. However, even in these cases, 
HUD has regulators authority to adjust the appropriate rent ceiling to take the 
higher cost <>f financing account We believe that adjustments of this sort, when 
necessarv. uuuld In- more cost effective than a blanket lowering of the Section 2S)l 

'^Providing a hidden subsidy in the form of an arbitrary cap on the Section 202 
-merest rate will not oriK understate the true cost of the program (and threaten the 
MiUencv of the loan fund* -it will also mean less restraint on project costs. Unlike 
an adjustment to Section \ which is restricted to financing costs only, the impact of 
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a lower Section 202 interest rate can potentially mean that more costly projects are 
built. In a ultimate sense, the cost of higher interest rates can be absorbed either 
through higher Section 8 funding or an arbitrary cap on the Section *02 loan rate- 
hut the arbitrary cap on the Section 202 loan rate has several potentially adverse 
effects, including the possibility that the lower interest rate will translate into 
excels development costs and a more expensive project. 

Question. HUD testimony discussed comparative studies made of the various fed- 
eral housing construction programs and their costs to the federal government. 
Please provide this data for the hearing record. 

tVnswer The report is entitled, "Development Costs in Multifamily Housing Pro* 
grams. Statistical Analysis/* a copy of which is enclosed. 

Question. The Subcommittee has received numerous reports that some area offices 
have been so badly damaged by HUD's personnel reduction policies that they can 
burely function. What is HUD's policy with respect to the training and replacement 
of personnel? How much money is available for this purpose? 

Answer. The major reduction-in-force in the HUD Field Offices occurred at the 
end uf FY I!IK4. Obviously, this coupled with the reorganization of the Field Offices 
that occurred at the same time caused a certain amount of displacement of Field 
staff; however, the new organization has been in place since October and the residu- 
al effects should be minimal. 

There is no a separate staff for the Section 202 fogram, but rather a combined 
multifamily development staff which handles the Section 202 program as well as the 
other HUD multifamily housing programs. The staff allocations for the Field in 
MW'I were based on workload and the Section 202 workload was fully staffed. One 
component of our staff year allocations in the Field is for training. For the Section 
202 program, this component was approximately 7.2 staff-years, tnat is 2.7 percent 
of th<> total staff year allocation or rougl-'y $300,000. 

For those Regions at or below current personnel ceilings, replacement of staff is a 
Regional prerogative, and for those who are above ceiling critical vacancies are han- 
dled on an individual basis in Headquarters. 

Question. How many section 202 staff have been affected by the RIFs? 

Answer. The Section 202 Field ntaff is not a separate organization and, therefore, 
it us not possible to separately identify Section 202 staff affected by the RiF. Howev- 
er, for the entire HUD Field staff approximately one in six individuals were affect- 
ed, and only 200 individuals were actually separated out of the 9,100 individuals 
then in the Field 

Question. What specifically has been done to beef-up remaining Section 202 per- 

Answer Besides the ongoing training effort in the Field for those Offices, in par- 
ticular, that have experienced difficulty processing multifamily housing, staff have 
been .shifted from within the Office from other program areas to multifamily and in 
.i few isolated instances staff has been detailed from other Regions to assist the mul* 
tifamily workload. 

(Juestum According to a recent University of Michigan study, the nation may 
need a* many as 2ltf,000 units of new housing each year over the next 20 years to 
meet the increasing demand for elderly housing. What role do you see for the Sec- 
ruin 2<>2 program m meeting this demand? 

\n>wer The Section 202 program is but one part of the Department's effort to 
meet tfie housing r.:«eds of the elderly The private sector has greatly increased their 
production ( >t multifamily housing, from a seasonably adjusted low of 2H7.700 starts 
in FY lnM to a seasonably adjusted rate of fifflMMJO starts in February 1984. The 
private sector is thus able to meet the increased needs for new housing, and the 
:-m;i. i- generally one of affordability. not a housing shortage The Department does 
»it.i |n'lieve the need is lor new* construction generally, but rather a need to supple* 
nii'iii the rental pa> merit tor those with the greatest need This rental supplement 
vmII rV m* t h> <>ur Housing Voucher Program which will allow individuals to find 
appropriate housing in the private sector The Section "J«>2 program, on the other 
hand, will he available to nu»et the incremental need for new construction in par 
Mi ul.ir market** where there mav be a shortage of rental housing The Section 202 
pMie.t iiu i*« nut intended to be the single program at HUD for meeting the housing 
• n-i ij^ .»| t he rider Is 

Are vimj ( tinteniplatiii^' any major changes in the Section 202 program? 

\n^si'r There .ire n-> major changes contemplated in the Section SOil program 
Q:f>!uin U HI D willing to commit itself to continuing the Section h subsidy of 
prn|ei t- ' 

.i-wrt Y«--. Ill l) intends to continue the Section * tub*id> ol the Sectiun 2^2 
p. •uf.in- 
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Question. Does HUD have any plum* to open the Section 202 program up to limit- 
ed dividend groups? ono 

Answer. The Department has no plans at present to open the Section 4)2 program 
to limited dividend sponsors because the Appropriations Acts for Department re- 
quire that only nonprofit sponsors be utilised. For FY 1985, in H.R. 5713, which was 
enacted on June 26, 1984, the provision in Title I(aX4Xc) requires, provided, that 
such commitments shall be available only to qualified nonprofit sponsors. . . 

Question. Has HUD ever developed any estimates on what the loss in tax reve- 
nues would be if such a policy were to be implemented? 

Answer. No, the Department has not conducted such a study. 

Question. During the Subcommittee's hearing, the National Council for Senior 
Citizens expressed serious concern about HUD action requiring withholding section 
8 HAP payments for the purpose of "prepaying" the projects monthly mortgage 
debt service payments. The manner in which this policy is being implemented raises 
the following questions: (a) If project owners do not accept the new withholding 
system, will future contract rent increase requests be denied, despite the legitimacy 
and justification of circumstances presented? t * ^ 

Answer No. However, if any concessions or modifications of the HAP contract or 
Section 202 loan are requested in the future, agreement to the "off-set" procedure 
would be required as a condition of approval. (We do wish to clarify one misconcep- 
tion. The off-set of monthly payments out of the Section 8 HAP payments is not 
prepayment, but is payment lor the current month owed to HUD under the amorti- 
zation schedule.) , _ ^ . 

Question Will HUD impose additional program and/or fiscal policy requirements 
that might not otherwise be imposed should the project owner not concur in the 
withholding action? . o * on« * a 

Answer. No The borrower has a binding HAP contract and Section 202 note and 
mortgage. Unless the borrower requests modifications of those agreements, no addi- 
tional requirements could be imposed. 

Qukstions From Congressman Hammbrschmidt 

Question. Since we are no longer constructing new public housing units and Sec- 
tion * lother than what is in the pipeline) and the private sector is not building 
many lower and moderate income housing units— how do you explain your request 
for only 10,(MM) units of Section 202? , g . f . _ 

Answer Within the limited resources available for housing programs the Depart- 
ment hus taken the position that the Section 202 program, while a very important 
effort, is also the most expensive program we operate. We, therefore, serve the 
greatest need with other programs and have thus limited our request to 10,000 adde 
tina I units of Section 202. 

Question. How many units of Section 202 has HUD recaptured since 19H0? 

Answer As of March :W t ISW4. a total of 4,209 units have been recaptured. 

Question Could you provide us with some of the reasons for the recapture? 

Answer Sponsor was unable to develop a feasible project; sponsor did not proceed 
in a timely fashion; information requested bv the Department was not provided; 
sponsor could not obtain an acceptable site or local opposition to the project. 

Question Could vou provide the Subcommittee with a breakdown of these figures, 
including whether* it was elderly or handicapped and the number of recaptures per 
field office" m , tl , - . 

Answer Breakdowns showing the number of projects and units cancelled tor el- 
derly and handicapped by Fiscal Year and Field Office are enclosed. National and 
Regional summaries also are enclosed. . 

Question. What has the Department done formally to correct the lengthy time 
I h ■ r 1 1 m j fur processing 2<»2's in some field offices? 

ArmuiT See enclosed copv of HUD Notice H H4-22, dated June 11, 1W4. which 
presently is heir i printed and will be distributed shortly to all Field Offices. 

Question A letter was recently sent to Secretary Pierce from the American Asso- 
nation of Homes for the Aging which said that housing sponsors are finding it diffi- 
cult u. finance new projects because of the limits imposed by fair market rents It 
viiij th.it a new HIM) rule ba*es fair market rents on data that do not mirror the 
true om- a-MK-iated with specialized housing for the elderly and handicapped. How 
would vou respond to this*' . 

\nswer We do not agree that there is a nationwide problem with respect to the 
teaMbilitv of Section 2i»2 projects In fact, report of Section -JO'J projects being infea- 
Mhi»» due to FMK> are gp*atlv exaggerated So far this Fiscal Year, only two areas of 
the count n 'Fort Worth. Texas and the State of (ieorgiai have demonstrated that 
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FMKs were too low based on market data and we have responded by increasing the 
FMRs in those areas. Our reviews of Section 202 projects have shown that, until the 
Department began to strictly enforce its cost containment policies and procedures, 
most Section 202 projects were designed with budgets in mind that required the use 
of the Assistant Secretary for Housing's prerogative to exceed the published FMRs 
by more than 110 percent. With our efforts to contain costs, we are finding that 
fewer projects need the Assistant Secretary's prerogative and yet, we are continuing 
to provide decent, safe and sanitary housing for elderly and handicapped families 
una individuals. 

Where it can be demonstrated that increases in the FMRs for a given market 
area is warranted, we will continue to publish such increases. Further, the Assistant 
Secretary will continue to exercise his prerogative where justified. 

In accordance with the statute and the regulations, Fair Market Rents are based 
on market data which reflects what a renter is willing to pay for a comparable, un- 
assisted unit of similar structure type and size which offers similar amenities. Fair 
Market Rents are not based on the cost of construction. 

Question. With respect to processing times, does the data gathered from HUD 
only reflect the time that a complete Section 202 application has been submitted to 
HUD and is being processed? 

Answer. No; however long delays on the part of the sponsor in providing clarifica- 
tion or missing documentation probably would result in suspension of processing 
and the project would be placed in a preliminary reject status. Thus, such time 
delays on the part of the sponsor would not be reflected in the processing time. 

Question. Does HUD keep a record of "sponsor time"? 

Answer No. Sponsor time is not formally tracked in HUD's processing reports. 
However, each HUD Field Office could identify on a project-by-project oasis the 
amount of "sponsor time " 

Question. Accordingly to American Association of Homes for ♦he Aging (AAHA) 
FMRs were lowered in many areas of the country. How can HUD justify lowering 
FMRs when many 202 projects are infeasible because FMRs are too low? 

Answer. We do not agree that many Section 202 projects are infeasible. It is true 
that FMRs for some areas of the country have been lowered. FMRs are not based on 
cost of construction, but reflect the rent, including utilities (except telephone), 
ranges and refrigerators, parking, and all maintenance, management, and other es- 
sential housing services which would be required to obtain, in a particular market 
urea, privately developed and owned (i.e., unsubsidized) newly constructed or 
substantially rehabilitated rental housing of modest design with suitable amenities. 
In areas where there is a soft market for rental housing, e.g., areas overbuilt with 
rental housing which must compete with condominiums being offered for rent due 
to slow sales, rents that can be obtained in the marketplace will not normally sup- 
port the cost of new construction and since FMRs are based on market data, our 
review may result in lower FMRs than those previously published. In such areas, 
housing vouchers and/or existing housing certificates better address the needs ot po- 
tentially assisted families and individuals. 

Question According to AAHA, HUD recently issued instructions that will require 
'J02 borrowers to infuse additional funds to cover unanticipated cost increases on 
projects where construction is by negotiated so* source contract? 

Mow can HUD justify .such actions in these projects when borrowers on projects 
where construction is by competitive bid are not required to do so? 

Is this HUD's way of effectively requiring competitive bidding in all cases? 

Answer HUD has issued instructions requiring an addendum to the construction 
contract on negotiated sole source contracts whereby the contractor agrees that it 
will not assert any claim against the Owner or HUD in connection with increased 
costs resulting from changes in the drawings and specifications arising out of errors, 
omissions and deficiencies in the drawings and specifications. (See copy enclosed.) 

As you can see. not additional requirement has been imposed on the Section 202 
Borrower 

Questittn. Why has HUD eliminated automatic annual adjustments for Section 202 

projects'* 

Answer The automatic annual adjustment factor was eliminated because it re- 
sulted in "injusted enrichment" to tne nonprofit sponsor. Because the Section 202 
projects must be operated on a nonprofit basis and the budgets are subject to HUD 
approval, the automatic annual adjustments were resulting in Section 8 subsidies 
far beyond that necessary to maintain an efficient, well-run project. Excess project 
mi time of several hundred thousand dollars resulted in some extreme cases after 
i.f... .j few yars of operation Those Section X funds can be used more effectively 
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than langui»hing in project reserve account* or sponsor's inflating their operating 
budgets with unnecessary expenses or services just to use the additional funds. 

Question. Why is HUD proposing an increase in the Section 202 interest? (Accord- 
ing to Conroy/Mclver, a 1 percent interest rate increase would actually cost the gov- 
ernment $120,000,000 in budget authority.) 

Answer. See response to Congressman Bonker's Question 6b. 

Question. Explain the Department's rationale for requesting the debt service pay- 
ments be offset from HAP payment*. What will be the negative impact on projects 
of HUD's proposed off-set of Section 8 payment* by the amount of debt service pay- 
ment? 

Answer. By requiring use of the off-set procedure, we are improving cash manage- 
ment practices and are operating more efficiently. Many sponsors are continually 
several months delinquent in their monthly payments. The off-set procedure is ex- 
pected to substantially reduce the debt collection problem. If a sponsor is experienc- 
ing rent-up problems, the Field Office would notify the Regional Accounting Divi- 
sion to cease the off-set procedure until further notice. Thus, if the Section a funds 
were necessary for basic project operation, and lack of such funds would produce a 
negative impact, the off-set procedure would not be used. 

Question. Why is HUD not requiring borrowers to proceed to final closing and 
commence amorti2* f .Ion? 

Answer. Presently, there is no incentive for the borrower to go to final loan clos- 
ing and begin amortisation. This has been particularly frustrating to the Depart- 
ment in terms of our increased emphasis on debt collection and our efforts to reduce 
fraud, waste and mismanagement. We currently are exploring several alternatives 
which we believe mav be effective in getting projects to final loan closing. Most, if 
not all, of these would require regulatory amendment*. 

SFCTION 202 PROJECTS CANCELED IN FISCAL YEAR 1980 AND SUBSEQUENT FISCAL YEARS 



nppCQ UMS rt^ftCA una 



Region All ---Field otto. All 1 

Fiscal year 



1980 


6 


379 


?0 


285 


1981 


6 


443 


34 


591 


198? 


9 


505 


28 


327 


1983 


13 


740 


38 


474 


1984 (through Mar 30. 1984) 


5 


300 


_ 9 


165 


Total 


39 


2.367 


129 


1.842 



1 Some offices have bad no cancellations since fiscal year 1980 Only those offices which have cancellations are included in 
the attached sheets 

Region 1 - field office. All 



ftscai year 

H8i i io 

198? 7 62 

1983 2 41 7 78 

1984 i to dale 1 16 

totai 2 41 16 166 



H^vnn ! f*id ollte Boston MA 



;«n 1 24 3 38 

;*/«4 M 1 16 



%t>W i **ki .jtf.ee Manchester NH 

*-vai 



9 
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SECTION 202 PROJECTS CANCELED IN FISCAL YEAR 1980 AND SUBSEQUENT FISCAL YEARS— 

Continued 



o 74 

ERIC * 



nqpCH vNQ ntpttl UfMl 



1981 

198? 3 II 

1983 4 40 

1984 (to date) 

Total 7 58 

Rep* l-FMd office, Hartford, CT 

focal year 

1980 

1981 

1982 . . 

1983 1 17 

1984 (to date) 



Total 1 17 

Region f — FMd office, Providence, Rl 

Fiscal year 

1980 

1981 

1982 2 19 

1983 

1984 (to date) 

Total 2 19 

Region 11 — FieW office, Ail 

Fiscal year 

1980 3 181 

1981 4 357 4 42 

1982 1 102 9 99 

1983 1 $ 

1984 (to date) 1 42 _ J 5 

Total 9 6M 15 152 

Region II -Field office, Puerto Rico 

fisrai year 

1980 . 

1981 3 207 

198? 

1983 

1984 (to date) 1 42 

total 4 249 

Region II -Field office. Buffalo 

fiscal year 

1980 1 28 

1981 16 
198? 1 102 4 37 
1983 

1984 'to flare; 

Mai 2 130 5 43 

Refl»on II f*kj off»ce tew Yort 

>-*>C3l year 

1980 2 153 

1981 1 24 

VW 

Ml 1 6 
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SECTION 202 PROJECTS CANCELED IN FISCAL YEAR 1980 AND SUBSEQUENT FISCAL YEARS — 

Continued 



Propel Uwts NjKtt iWts 



Total 2 153 2 30 

RtffOd N — Rdd office. Newark 

Focal ytar- 

1980 

1981 1 150 2 12 

1982 5 62 

1983 

1984 (to data) 1 5 



Total 1 150 8 79 

Region Ml— Fit4d office. All 

Focal year 

1980 1 100 3 75 

1981 7 112 

1982 2 65 1 10 

1983 

1984 (to date) 2 16 



Total 3 165 13 213 

Retw ill — Held office. PMadelphia 

focal year 

1980 

1981 1 48 

1982 1 10 

1983 

1984 (to date) . 2 16 



Total 4 74 

Region ill — Field office, Pffltfurgh 

Focal year 

1980 . 1 100 

1981 1 6 

1982 

1983 

1934 (to date) 

Total 1 100 1 6 

Region III -field office. Baltimore 

fiscal year 
1980 

1981 

1982 1 35 

1983 

1984 (to dale) . _. ...... .. ■■■ 

total 1 35 

Region ID Field off a. Washington 

f'xal year 

1980 

1981 .... 2 34 
198? 

198J 



75 
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SECTION 202 PROJECTS CANCELED IN FISCAL YEAR 1980 AND SUBSEQUENT FISCAL YEARS— 

Continued 



1984 (to date) 



1913 

1984 (to (fall) . 



Fiscal year 
19M 

1981 

1982 

1983 

1984 (to date) 



Total. 



Region IV-Fidd office, At! 



Fiscal ye* 
1980 



o 7 b 

ERIC 



Presets 1Mb NjKb 1Mb 



Total 2 34 

Region III — FIHd offu, Charleston 

FacH year 

1980 3 75 

1981 2 19 

1982 i 30 



Total 1 30 5 94 

Region HI — Rc*d office, Richmond 



1 24 



1981 1 M 

1982 1 100 1 12 

1983 2 198 8 116 

1984 (to date) ■-. : -V — 

Total 3 298 11 166 

Region (V-FieW office, Louisville 

Fiscal year 

1980 

1981 • ■■; 

1982 . 1 12 

1983 1 9 

1984 (to date) . .. 

Total 2 21 

Region IV- >*W office. Jacksonville 

Fiscal year 

1980 . .- :■; 

1981 1 14 

198? 1 100 

1983 2 198 4 55 

1984 (to date) 

Toiai 3 298 5 69 

Region IV- fieW office. Jackson 

fi'iGji yea/ 
IS80 
1981 
1982 

1583 1 10 

1984 ito date' 

Total 111 



73 

SECTION 202 PROJECTS CANCELED IN FISCAL YEAR 1980 AND SUBSEQUENT FISCAL YEARS — 

Continued 



ProjKti IMtl Pftjicts 1Mb 



Ration »V-r«4d otfica, Greeratoro 

^IMO 

1911 

1932 

1983 2 42 



1984 (to date) 

loW 2 42 

RftfNfl IV — FM office, Coiumbii 

Focal par: 

1980 1 24 

1981 

1982 

1983 

1984 (to data) 

ToW - 1 24 

Reffti V — Field office, AN 

Fiscal ytar 



1980 


i 


SO 


12 


149 


1981 


1 


40 


5 


92 


1982 .' 


2 


90 


5 


70 


1983 


4 


211 


12 


175 


1984 (to data) 










Total 


1 


3M 


34 


416 


ntfMn V — rWO OnKt, MM KM* 










Foul yur 










1980 






5 


40 


1911 


1 


4(1 






1982 



1983 

1984 (to date) 

Total 1 40 5 40 

Region V-Fie*d oft*, lino* 

fiscal year 

1980 

1981 

1982 2 20 

1983 2 140 5 82 

1984 (to date) 

Total 2 140 1 102 

Ret ioo v F«td office. Irtana 

FucaJ year 

1980 1 SO 1 8 

199! .... 2 15 

198? 1 60 1 20 

1983 1 41 1 10 

1984 ito date) 

Total 3 151 5 53 

Reflwn V- f*tf offK*. Wisconsin 

fiscal year 

1980 4 63 



77 



« 
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Retion V— F«M oCfie*. Grand Rapids 



Fatal v» 

I960 

1981 

1912 

1943 

1984 (to dat«) 
Tom 



14 

...... 

II 



Ftsc*yt* 
1980 
1981 
1982 

1983 

1984 (to data) 

Total 



38 



24 

S2 

....... 



Kt^on v— Fie« o(f«. CiavaUnd 



Fiscal reac 

1980 .... ... 

1981 
1982 • 
1983 

1984 (to data) 
Total 



Fiscal year 
F19M • 
1981 
1982 
1983 

1984 (to date) 
Total 



87 



24 



24 



RtljOA Vt-FieW Olfi*. « 



Ret«o VT-F«td otf«. AlboQuefqoe 



Fiscal year 
1980 
1981 
1982 
1983 

1981 (to dale) 
total 



46 
40 

120 
1S8 

364 



40 

5 

4S 



7 211 

1 12 

5 5 

3 82 



16 



366 



RegwiVl »«W o««. Houston. TX 



fiscal year 
1980 
1981 
1982 

fiscal year 1983 



12 
12 

22 
18 
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SECTION 202 PROJECTS CANCELED IN FISCAL YEAR 1980 AND SUBSEQUENT FISCAL YEARS— 

Continued 



nopco urns rropco uwo 



focal year 1984 (to date) ... J 24 



Total * 64 

Region VI — FieW office, San Antonio, TX 

Focal year 

1980 

1981 3 130 

1982 

1983 

1984 (to date) r _ J 



Total 4 154 

Region Vl-fieW office, OWahuma Qty, OK 

Fiscal par 

1980 

1981 1 46 

1982 

1983 

1984 (to (Jat<) 1 34 



Total 1 46 1 34 

Region VI -field office. Dallas. TX 

Fiscal year 

1980 

1981 2 59 

1982 . 

1983 .... 1 120 

1984 (to date) 2 153 ..... .. 

Total 3 273 2 59 

Region VI- field office. Little Rock. AR 

fiscal year 

1980 

1981 

198? 

1983 1 10 

1984 (to date) 

Tom 1 10 

Regwo VI Field office. New Orleans. LA 

fsscal year 
1980 
1981 

m? 1 12 

198J 1 11 

198' «to dale) 

Total 2 ?3 

Region vil f*W office. Regional Total 

fiscal year 

1980 1 9 

1981 1 12 
198? 2 10a 2 31 
1983 1 41 2 ?4 
198* "fodafei 1 21 

Total 3 149 / 97 
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SECTION 202 PROJECTS CANCELED IN FISCAL YEAR 1980 AND SUBSEQUENT FISCAL YEARS— 

Continued 



1983 

1314 (to data) . 



erjc 50 



Region VU— F«*d office, Kansas Oty 

Fiscal year 

19*0 1 9 

1931 1 12 

1912 2 31 

1933 1 41 2 2* 

1984 (to (Site) 

TotH 1 41 6 76 

Region VH— FMJ office, St. LOW 

Fiscal year: 

19*0 ... 

1981 

1912 m 

]9jj _ ________ 

1984 (to date) II..II !IZ!!!!!!IIIII!1IIIIII!II!IIZI!!III IIIIZI!I!I!I!III!!IIIII i " ii 

Total 1 21 

Region VU— fi^d office, Omaha 

Focal year 

1980 

1981 

Ml 2 108 



Total 2 108 - - 

Region VIII — Field office, Denver rational office 

Focal year. 

1980 1 12 

1981 1 24 

1982 

1984 (to itote) ...LI J. '.'.'..Ill IIIIIII LZ^^ 

Total 2 36 

Regw IX— Field office, regional touts 

Focal yur 

1980 1 48 . 

1981 2 25 

1982 1 24 

1983 2 94 3 24 

1984 (to date) 1 100 1 25 

Total 4 242 7 98 
Region iX-Frtd office, toe Angeles 

Focal year 

1980 

1981 2 25 

1982 1 24 

1983 1 56 2 17 

1984 (to date) 2 138 1 25 

Total 3 194 6 91 

Region IX-Fdd otfa, HonoWu 

Focal year 

1980 I 48 



* 
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SECTION 202 PROJECTS CANCELED IN FISCAL YEAR i960 AND SUBSEQUENT FISCAL YEARS- 

Continued 



Region X— Fie4d office, tot* for region 

f»$cal year 
1980 . 
1981 

1982 

1983 

1984 (to date) .. 



Totil 

Region X- Field office. Portland 

fiscal year 
1980 

1981 

198? 
1983 

1984 (to date) 
Total 

Region x-r«4d office. Seattle 

Fiscal year 
1980 
1981 
1982 
1983 

1984 i to date) 
Total 



French IK* Pre** IHwtj 



1 1 



1981 

1982 

1983 

1984 (to date) . j- - --:—-::--:r 

Total 1 « 1 1 



2 16 
S 49 
I 1 



1 35 

1 35 8 12 



2 16 
1 10 
1 1 



33 



4 3? 

1 35 

1 35 4 39 



O 



si 



